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This is a statement 





ARTHUR T. 


| LEONARD 


_ President 


CITY NATIONAL 


_ BANK AND 
TRUST COMPANY 


OF CHICAGO 


which we both are happy to sign 


... as friends, as bankers, and as Chicagoans 


As you know, the shareholders of the Continental and the City National have voted their 
approval of a merger. It is to become effective as soon as possible after the Federal agen- 


cies issue final authorization. Our hope is that a physical consolidation can take effect 
before the end of May. 


By merging our two banks, we propose to have not merely a larger bank. By com- 
bining our facilities and our trained personnel, as well as our financial resources, our pur- 
pose is to provide a banking service second to none. 


We have fine traditions behind us. We aim to honor them, and to create some new 
ones of our own, in the interest of our customers, our shareholders, and our community. 
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Big oil man from Boston 


Admittedly, this Bostonian doesn’t know beans about the aromatic-olefin mix 
in catalytic reformates. He is glad to leave the technical stuff to the petro- 
chemists. But as an Old Colony investment analyst, concentrating on oil securi- 
ties, he does have an intimate knowledge of the over-all oil business — knowledge 
gained first hand on regular field trips and in management interviews. 

Take this intelligent, on-the-spot analysis, refine it with Old Colony’s wealth of 
investment skills and experience, and you’ll begin to understand why Old Colony 
is New England’s largest trust company. Indeed, one of the very largest anywhere. 

When you, or your clients, require invest- 
ment or trust services, keep this in mind. 


Over the years this personal investigation OLD COLONY 


plus experience plus sound judgment can TRUST COMPANY 
work wonders with a portfolio. 


Worthy of 
your Trust 


ONE FEDERAL STREET, BOSTON 6, MASSACHUSETTS ¢ Allied with THE First NATIONAL BANK OF BOSTON 


Marcu 196] 











GREAT NEW NAME 
IN BANKING 











High 
Pens 
Prin 
Inter 
Area 
Grac 
Inno 
Role 
You: 
Autc 
Plan 


UNITED CALIFORNIA BANK is 


Now with 722 offices 


border-to-border throughout California 


The uniting of CALIFORNIA BANK with 51 offices of First Western Bank now 
will make available to industry, business and individuals complete banking 
service throughout California. Strategically located offices, including major 
representation in the metropolitan areas of Los Angeles and San Francisco, 
provide the finest in modern banking facilities. 


When you do business with UNITED CALIFORNIA BANK, you receive personal 
attention and business-minded service in all your banking transactions. 
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in the bustling and balmy Bahama Islands, 
was once protected by Fort Fincastle (fore- 
ground) from the invading pirates. But now 
it serenely witnesses a double-barreled in- 
vasion: the 350,000 beachcombers who an- 
nually visit this Caribbean playground, and 
a rising influx of international business. 
Statistics indicate that more U.S. companies 
are choosing the Bahamas as their base for 
overseas operations than any other country 
in the Western Hemisphere. A major reason 
for this is the favorable tax situation. There 
is no income, business, sales, capital gains 
or any form of direct taxation other than a 
4% estate duty. As a self-governing colony 
of the British Commonwealth, the Bahamas 
enjoy the same common law legal founda- 
tions as we do. Consequently, trust com- 
pany operation is very similar. Branches of 
the First National City and Chase Manhat- 
tan banks of New York have just estab- 
lished affiliates to provide trust services 
there. This is the second in a series of pic- 
tures saluting TRUSTS AND ESTATES’ sub- 
scribers abroad. 

Photo: Bahamas News Bureau 
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CORRESPONDENCE 


Timely Reference 


The material you sent on Corporate 
Trusts is greatly appreciated. Your pub- 
lication is regarded by the personnel of 
this Trust Department as just about the 
finest technical publication any of us 
have ever seen. There are always two 
or more articles in each issue pertinent 
to some problem with which we have 
just been confronted. I think it is the 
timeliness of the articles selected for 
publication, as much as anything else, 
which makes the magazine so valuable. 

We realize that you don’t run a refer- 
ence library as well, but the difficulty 
encountered in trying to find material 
on corporate trust indentures or bond 
issues led me to write to any source | 
could think of, and your office proved 
to be by far the most fruitful source 
yet found. 

Stuart B. Strasner 
Asst. Cashier 
First National Bank 
& Trust Co., 
Oklahoma City 


“Group Judgment” on T&E 


The members of the major divisions 
of our Trust Department all receive 
copies of TRUsTs AND EstaTEs. Members 
of this group, which comprises our 
Trust Policy Committee, frequently get 
together to discuss specific articles in 
the magazine. Recent examples include 
articles concerning estate planning and 
the handling of closely-held business in- 
terests. The scope of these articles and 
the experience of the authors are valu- 
able in supplementing our own ideas 
and procedures in these areas. We hope 
that you will continue to provide such 
material during the coming year. 

Samuel H. Ballam, Jr. 
Senior Vice President 


Fidelity-Philadelphia Trust Co. 


Adds Thanks 


In working on my Pacific Coast Bank- 
ing School problems, I have found that 
our bound editions of Trusts ap Es- 
TATES have been most helpful. I am 
sure that you receive a number of sim- 
ilar letters, but I could not resist adding 
my thanks for the good work you have 
been doing. 

J. S. Bundy 
Trust Officer 
First National Bank of Arizona 
Phoenix 
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responsibilit 


The acceptance of an appointment as an executor and trustee carries 
with it many duties and responsibilities. Many individuals with 

their attorneys and accountants have found it advantageous to discuss 
the complexities of estate and trust management with the officers of 

the Personal Trust Department of The Chase Manhattan Bank. 

Why don’t you talk to the people at Chase Manhattan? 
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MANHATTAN 
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CHARTERED IN 1799 
Head Office: New York 15, N. Y- 
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"THE EDGE OF THE UNKNOWN" phrase used by 
Dr. Killian of M.I.T. in his address to 
the 42nd annual Mid-Winter Conference, 
rather aptly summarized the underlying 
theme of speakers on a variety of subjects 
presented to an audience — undaunted by 
the weather — that totalled 2310, from 43 
states, the District, Canada, Bahamas and 
Bermuda. Not only is the term appropriate 
when the Administration changes, as well 
as to the international scene through many 
years, but the rapid scientific 'break- 
throughs' — from plastics to electronics 
- are having unpredictable impacts on our 
economy. As he pointed out (p. 196), more 
technical advances have been made in the last 
50 years than in all previous history. The 
time-gap from Lab to Tab (sales) has been 
telescoping and new industries show a 
birth rate and growth that is the white 
hope for our progress and expanding popu- 
lation. Science and Engineering offer the 
most aSSuring avenue not only of advanced 
productivity but also to our national safe- 
ty and leadership. 

* a mK 

THE IMPACT OF THE SOCIO-ECONOMIC REVO- 
LUTION on several phases of trust business 
was noted by Several speakers at the Trust 
Conference, particularly in reference to 
the socializing trends of Big Government. 
The phrase Government-Business "Partner- 
Ship" has been given a benevolent aura but 
one hardly questions which "partner" would 
Win in a dispute. The Tax Institute just 
reported that the total tax take last 
year — $127 billion — was double that of 
ten years ago. That is a quarter of our 
GNP. And "to add insult to injury," many 
government contracts result in big losses 
to corporations. ... + » Other trends 
hoted in trust investment concerned grow- 
ing use of royalties, mortgages and realty 
- particularly via leasebacks — for pen- 
Sion and profit-sharing funds. Large trust 
departments are also securing more pri- 
vate-placement, new issue and block-sale 
Stock. Data=-processing equipment is be- 
Coming an aid to comparative fact-finding 
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but has yet to supplant human judgment and 
interpretation. ... +. In such a "growth 
industry" as the trust business, the prob-=- 
lem of finding adequate personnel and 
training them for both specialization and 
well-rounded performance has become more 
and more acute, a Situation aggravated by 
forced retirements, unrelieved by reem- 
ployment in a part-time, consultative or 
other appropriate capacity. The nub of this 
condition is still the need of sufficient 
profit, in a price-fixed field such as 
most trusteeships are, to allow for at- 
tractive salaries to enough attractive 
people. Yet in trust business especially, 
there is no more important asset than 
Superior personnel. 
* aK aK 

ESTATE "PLANNING" — ART? SCIENCE? SOLE 
PROPRIETORSHIP? Like so many "good" or 
semantic words, this too has been abused 

















or commercialized. But this is no reason 
to push it under the rug, even if that were 
possible or desirable. There is, however, 
Some queStioning as to whether it is the 
exclusive prerogative of the lawyer. He 
does, in fact, correlate the facts and 
objectives into the Plan — be it the Will 
or family Trust. The issue was raised at 

a recent meeting of representatives of the 
Bar, Insurance, Corporate Fiduciaries and 
Accountancy at which cognizance was taken 
of occasional objections to use of the 
word in Estate Planning Councils, which 
are rapidly replacing the bi-lateral In- 
surance & Trust councils. While the non- 
legal "members of the team" in effect 
analyze various aspects or even set out 
the entire business and administrative 
proposal, they are each contributing to 
the master Plan, which is properly drafted 
only by the attorney. To belabor the dis- 
tinction between planning as a legal and 
as a financial matter is to do injustice to 
the worthy services of all. Rather, every 
opportunity should be taken by the four 
groups to create a better appreciation by 
the estate-owning public of the many and 
essential values of having their fortunes 





effectively protected and their loved ones 
— and liabilities — provided for. If each 
will build up the others, they will the 
sooner find their mutual clients or cus- 
tomers willing to compensate them as the 
financial architects and contractors they 
really are. 
* aK K 

RECORD HIGH LEVELS AND ADVANCES in trust 
assets were reported in the 200 annual 
bank reports reviewed since the compila- 
tion in the February issue. Of these trust 
departments reporting on their earnings, 
almost all cited gains over 1959 and 
many "record" earnings. Five specified 
gains in net income, only one reported 
lower earnings than the year before. 

More banks are noting in their reports 
the value of the trust department in re- 
taining commercial department business, 
and one — Merchants National Bank & Trust 
Co. of Indianapolis — recognized the part 
played by "alert officers and employees" 
of the commercial department as "our best 
Salesmen." The value of favorable contacts 
with other estate planning professionals 
is receiving much wider comment in the 
reports. (See p. 258.) 
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Honore Daumier (1853) 


“THE READING OF A WILL” 








Courtesy Philadelphia Museum of Art and Karl Zigrossét 
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FOR PENSION PLANNERS: new analysis of latest pension 
plans for leading companies in 114 industries 


Contains Answers to These 
Important Problems 


e TRENDS IN RETIREMENT PLANS 
e DISABILITY BENEFITS 

e ELIGIBILITY REQUIREMENTS 

e NORMAL RETIREMENT AGE 

e EARLY RETIREMENT 

e VESTING 

e EMPLOYEE CONTRIBUTIONS 


e PENSION BENEFITS 
NORMAL PENSIONS 
MAXIMUM PENSIONS 
MINIMUM PENSIONS 

e METHOD OF FUNDING 


e PLUS ACTUAL CASE HISTORY 
REFERENCE TABLES 


Write for Your Copy Today 













MEMBER F.D.1.C. 


©1960 B.T. CO. 


Recent developments in pension programs, affecting 
more than one-third of all employees in the country 
covered by private plans, are reviewed in our 7960 
Study of Industria! Retirement Plans. 


Bankers Trust, long a teader in pension planning and 
administration, has prepared this 228-page book as 
part of its continuous activity and extensive research 
in the field. The book is especially valuable to execu- 
tives concerned with pension planning, because it 
covers the most recent developments, new programs 
and changes in existing plans. 


To get your copy of 7960 Study of /ndustria/ 
Retirement Plans, please write on your 
company letterhead to Pension Trust Divi- 
sion, Bankers Trust Company, 16 Wall Street, 
New York 15, N. Y. 





BANKERS TRUST COMPANY, NEW YORK 


FORWARD-LOOKING BUSINESS 
NEEDS A FORWARD-LOOKING BANK 
































and personal trust service. | 





We invite you in 





to call or write us today. ;: 





The First National Bank | 


of Chicago 


Dearborn, Monroe, Clark and Madison Streets tre 
Building with Chicago since 1863 | ie 
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42nd Mid-Winter Trust Conference 














NEW FRONTIERS FoR TRUSTEESHIP 


MPACT OF INTERNATIONAL ECONOMIC 

developments on investments, legal 
aspects of fiduciary administration, pub- 
lic image of trust institutions, and tech- 
niques in estate planning — these con- 
stituted the major themes of the 42nd 
Mid-Winter Trust Conference of the 
American Bankers Association held in 
New York February 6-8. Despite the 
city’s worst weather in many years, a 
record attendance of 2,310 was rung up, 
representing 43 states, District of Co- 
lumbia, Bahamas, Bermuda, and Can- 
ada. No less than 41 persons from 19 
states contributed to the program. 

The severance of a fiduciary relation- 
ship should be undertaken for only the 
most serious reasons, and a bad bar- 
gain made by the fiduciary at the out- 
set is not usually an adequate reason, 
Robert R. Duncan, president of the 
Trust Division and chairman of the 
board, Harvard Trust Co., Cambridge. 
told the conference. There are few more 
effective ways to destroy goodwill, Mr. 
Duncan said, than to accept a fiduciary 
appointment and then “attempt to duck 
it to save our own skin.” 

He discussed the necessity for care- 
ful examination of the character of the 
trust property and the details of the 
trust instrument prior to acceptance. In 
the latter connection he recommended 
particular scrutiny of the wording 
where the fiduciary’s obligations and 
discretionary authority are set forth. 
“The time to find the ‘bugs’ ”, he said, 
“is before the trust instrument is exe- 
cuted or adopted by the institution.” If 
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the fiduciary’s obligations and discre- 
tions, seriously assumed and bravely 
carried out, would necessarily involve 
taking positions which are subject to at- 
tack by a disgruntled beneficiary, then 
the fiduciary is amply justified in asking 
to have an exculpatory clause inserted 
in the instrument, he said. 

The need for adequate skills as well 
as a policy as to compensation was also 
discussed. “The time to decide what 
your policy is to be is before you ac- 
cept the business,’ Mr. Duncan 


cluded. 


con- 


Employees — Pensions and 
Training 

A new version of the self-employed 
individuals retirement bill, introduced 
this year, was described by Congress- 
man Eugene Keogh, legislative propo- 
nent of the idea over the past decade. 
Although it is apparent that the current 
approach — placing the provisions in 
the sections of the Code dealing with 
employer-created plans — may limit the 
utility of the proposal, Mr. Keogh ex- 
pressed optimism as to its passage in 
the present Congress. To his review of 
the bill’s legislative history to date 
(p. 175) he added a summary of the 
major features of the pending measure. 

The National Trust School at its first 
session last August had a student en- 
rollment of 217 from 44 states and 
three foreign countries, Richard P. 
Chapman, chairman of the Board of 
Regents reported to the trustmen. The 
faculty of 65 was selected from uni- 


versity professors, insurance men, at- 
torneys, trustmen, investment and ad- 
vertising specialists, and representatives 
of supervisory agencies. Three observa- 
tions were discussed by Mr. Chapman, 
who is also president of New England 
Merchants National Bank, Boston, and 
a former president of the Trust Divi- 
sion: the students were young. the 
largest proportion came from smaller 
departments, and eight students attended 
from state and Federal supervisory au- 
thorities. 

In 1961 the Board plans to accept 
from 10 to 306 women students, Mr. 
Chapman said, as well as graduate stu- 
dents who completed the first year but 
wish to return for that half of the course 
that deals with a specialty. Those who 
specialized in new business may return 
to take trust administration, and vice 
versa. 


Are Stock Distributions Principal? 


Following a standing tribute from the 
assembled delegates, Professor Austin 
W. Scott reviewed the proposed revised 
Uniform Principal and Income Act. 
Pointing out that the original law prom- 
ulgated 30 years ago had adopted the 
simple Massachusetts Rule governing 
the allocation of dividends between cor- 
pus and income, the venerable Harvard 
Law School teacher explained how ap- 
plication of the rule has left much to 
be desired in several areas. 

Because of the difficulties that have 
arisen over the past three decades in 
these and other aspects, the Commis- 


169 





sioners are drafting a new Act. Profes- 
sor Scott considered. the changes- pro- 
posed in regard to the treatment of (1) 
extraordinary dividends payable in cash 
or property other than the shares of 
the declaring corporation, (2) stock 
dividends, regular or extraordinary, 
and (3) capital gains distributions by 
regulated investment companies. 

Expressing general approval of the 
amendments, Professor Scott indicated 
there should be no constitutional ob- 
jection to making them retroactive to 
trusts in existence at the time of the 
new Act’s enactment by the individual 
states (see p. 180). 


Investment Environment 


Trust investment officers have until 
quite recently had occasion to be con- 
cerned primarily with international po- 
litical considerations but the implica- 
tions of the adverse balance of pay- 
ments problem for the competitive posi- 
tion and earning potential of a grow- 
ing body of American corporations has 
focussed increasing attention upon for- 
eign economic trends, said Dr. Marcus 
Nadler of New York University. Only 
a few years ago, the world faced a 
dollar shortage but with the swing of 
the pendulum the United States Gov- 
ernment must accept the disciplines of 
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international fiscal realities if it is to 
preserve world confidence in our me- 
dium of exchange. Dr. Nadler made it 
clear that multilateral measures must 
be invoked to avoid disruption of in- 
ternational trade and financial balances. 

He likewise observed that the posi- 
tion of American direct investments in 
some less developed countries might still 
be subject to risks of nationalization 
such as has happened in Cuba and else- 
where. Additionally, keen competition 
from Western European and Japanese 
sources of production can be expected, 
aggravated moreover by the disruptive 
economic tactics of the Soviet bloc 
which has the ability to operate with- 
out regard for other than ideological ad- 
vantage. As a consequence, the trust 
officer must today appraise these added 
factors in making investment decisions 
for his accounts but, even as the chal- 
lenge grows, opportunities also multiply 
to render an accounting of trusteeship 
which will benefit the United States and 
the entire free world. Text of Dr. Nad- 
ler’s speech appears at page 184. 

The element of constant change will 
be paramount in trust investment work 
in coming years. This means that cor- 
porations will not alone reflect in vary- 
ing degree the impact of altered eco- 
nomic and social conditions but that 
trust institutions must likewise be alert 
through use of new and _ advanced 
methods to select those situations which 
will benefit most from the turn of the 
wheel, according to Samuel H. Woolley, 
vice president, The Bank of New York, 
New York City. 


The speaker expressed the opinion: 


that the very immensity of trustee de- 
mand for stocks would force principal 
reliance upon our largest entities but 
that the advance of science and tech- 
nology would also present investment 
opportunities in new companies. While 
lack of seasoning and relatively small 
size would tend to make these new- 
comers more susceptible to use in invest- 
ment management accounts, Mr. Wool- 
ley stressed that some of them would 


prove suitable for trust investment and. 


that, consequently, trust managements 
must sense the opportunities in change. 

Direct investment in foreign corpora- 
tions, as well as indirect participation 
through American companies with for- 
eign interests, will likewise become more 
common, despite some inherent risks in 
overseas operations. 

Mr. Woolley also cited a vista of new 
social horizons over the next two dec- 
ades as outlined in the December Bulle- 
tin of Harvard Business School, as well 





as a study of mathematical applications 
in decision-making in the same publica. 
tion. While judgment and basic research 
will always be important, he expressed 
the thought that the proven application 
of these mathematical techniques jp 
solving problems in other fields might 
be foretelling their use in selection of 
investment areas and even specific is. 
sues. Text of Mr. Woolley’s speech ap. 
pears at page 188. 

The final feature of the afternoon in. 
vestment program was the panel dis. 
cussion under leadership of Charles W. 
Buek, first vice president, United States 
Trust Co. of New York. Although the 
panel consensus was that the country js 
facing no major depression, there was 
a wide range of opinion as to timing 
of any business improvement, ranging 
from this Spring to a year from now. 
This session is reported at page 193. 


Opportunity Ahead 


A trust department is a necessary part 
of a bank operation because without it 
our financial department store is not 
complete, according to the address of 
Carl A. Bimson, president of the Amer- 
ican Bankers Association and also of 
Valley National Bank, Phoenix. The 
trust department, he pointed out, pre- 
vents the loss of good commercial cus- 
tomers, is the bank’s largest depositor, 
and trust beneficiaries are good pros- 
pects for other bank services. With 
modern trends in movement of popula- 
tion and in the effects of taxation, trust 
services are of growing importance. 
Mutual cooperation between trust and 
commercial officers can build business 
for both departments. Mr. Bimson’s 
paper is excerpted on page 215. 

A discussion of good public relations, 
under the title “Your Image is of Your 
Choice,” presented by William B. Hall, 
senior vice president, Detroit Bank & 
Trust Co., examined the responsibility 
of management in this field. The ele: 
ments selected by the speaker for his 
address were written policies, capable 
successor management, public relations 
on a policy making level, costing the 
product, and the demands and rewards 
that are involved for both management 
and the staff. Mr. Hall’s speech is ex- 
cerpted on page 218. 

By the end of the 60’s, electronic 
data processing equipment will be as 
common in the trust department as me- 
chanical equipment is now, Robert J. 
O’Keefe, assistant vice president, Chase 
Manhattan Bank, New York, told the 
trustmen. This type of equipment is usu- 
ally installed first for some other bank 
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operation with greater potential savings, 
but the next five years will be the time 
when decisions will have to be made re- 
gardins its use for trust operations, and 
will be the period when a large number 
of trus! installations will be made. 

In any industry electronic data proc- 
essing is most effective when applied to 
operations characterized by at least two 
of these three factors: large volume, 
repetitive operations, and complexity. 
In a trust department, stockholder rec- 
ords and personal trust accounting gen- 
erally meet these requirements, Mr. 
O’Keefe observed. After discussing each 
of these activities in relation to E.D.P., 
the speaker noted that he was inten- 
tionally presenting an optimistic pic- 
ture, but a word of caution was needed, 
too: E.D.P. is not an end in itself, but 
a sophisticated tool. It requires people 
with imagination and special skills. It 
is better to stay with a system presently 
in use than to “become involved in 
E.D.P. without knowing what you are 
doing.” Mr. O’Keefe’s address is ex- 
cerpted at page 221. 


Executive Training 


Effective banking leadership is a 
product of the thinking and experience 
gained both in the offices and workshops 
of Main Street and in the classrooms 
and libraries of the Halls of Ivy, Robert 
N. Hilkert, first vice president, Federal 
Reserve Bank of Philadelphia, asserted. 
Many have expressed the belief that 
future qualifications for bankers should 
be set higher — with added emphasis 
on the sort of higher education usually 
associated with the professions, it is 
hoped — but today’s bankers are part 
of the world of tomorrow. Their de- 
velopment is also important. 

No other business, Mr. Hilkert stated, 
has set up more schools, institutes, sum- 
mer programs, seminars, refresher 
courses and management development 
programs. It is not altogether clear, 
however, whether banking is stressing 
education or training. We need both. 

Basic dangers in off-the-premises pro- 
grams are “that we may rely on these 
programs too heavily. We can easily 
lose sight of our own personal responsi- 
bility for the growth and development 
of our successors . . . We may tend to 
place too little of the responsibility for 
growth on the man doing the growing.” 

There is no substitute for on-the-job 
experience, Mr. Hilkert noted. “The 
real trick in providing the proper work 
experience is to see that growth doesn’t 
stop. It is one reason why many ambi- 
tious people leave banking.” 
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Some bankers appear not to be too 
eager to have as subordinates able, am- 
bitious, observing young men with in- 
quiring minds, but if we don’t want 
people who want to run the business 
eventually, what are we really talking 
about? 

It is a sign one is growing up man- 
agerially when he learns not to be bored 
with old problems, Mr. Hilbert ob- 
served. But even here growth can con- 
tinue. Often the man in training sees 
new solutions to old problems. Are we 
receptive to such non-conformity ? 

“Work experience must be planned as 
carefully as off-the-job training pro- 
grams. We have been slightly over- 
enamored of what is called job rotation. 
In this process we may lose sight of one 
of ihe principal things we know about 
individuals, namely, that they are dif- 
ferent.” 

Part of the banker’s role is to be the 
economics educator of the community. 
The citizenry wants to know more about 
money, interest rates, gold, wages, 
prices, the discount rate, and a host of 
other things. Economics is taught hard- 
ly at all in high schools, The banker has 
the opportunity and the responsibility to 
correct this situation at least in part, Mr. 


Hilbert concluded. 


Pensions Considered 


On Tuesday afternoon, three concur- 
rent sessions were held. The one on Pen- 
sion and Profit-Sharing Trusts was 
urged by Dr. Kurt F. Flexner, Director, 
Mortgage Finance Committee, American 
Bankers Association, to become more 
familiar with mortgages as a sound in- 
vestment medium for trusts and pen- 
sion funds, areas which have “exhibited 
a rather bearish attitude towards” such 
commitments. The mortgage still suffers 
from the record of the 30s but today’s 
instrument, whether conventional or 
government-guaranteed, can hardly be 
compared with that prior period. Stan- 
dards of selection are infinitely higher, 
amortization is an additional safety 
factor and today’s economy is less sub- 
ject to economic upheaval; such ad- 
vantages, together with superior net re- 
turn as compared with bonds and equi- 
ties, recommend mortgages as an integ- 
ral part of a balanced portfolio. 

Dr. Flexner also said that origination 
and servicing of mortgages by banks 
offers a profitable field of operation, as 
well as assisting administrators of pen- 
sion and trust funds to find suitable 
long-term investment media. Such a 
close relationship can be mutually valu- 
able over a period and could embrace 


both conventional and FHA mortgages. 
Steps to encourage increased use of con- 
ventional mortgages in lieu of bonds 
are currently under study by the ABA. 

A panel discussion of problems en- 
countered in handling employee benefit 
plans followed, under the direction of 
B. Frank Patton, vice president, Morgan 
Guaranty Trust Co. of New York, which 
is reported at page 231. 


Problems of Small and Medium 
Trust Departments 


“Imagineering” in the “Development 
of Corporate Trust Business” as dis- 
cussed by Ray F. Myers, vice president, 
Continental Illinois National Bank & 
Trust Co., Chicago, at the session of 
Small and Medium Trust Departments, 
involves the imaginative approach of 
the trustman to the corporations and the 
sources of contact with corporations 
where this type of business might be 
had. Acknowledging that corporate trust 
business is a highly competitive field, 
Mr. Myers explained how “permanent” 
accounts melt away, how to look for the 
distinctive selling points of one’s own 
trust institution, and how to find pros- 
pects and train commercial officers to 
be salesmen for this type of account. 
His address is excerpted at page 234. 

“Three Questions About Trust Edu- 
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cation” 


were discussed by James F. 
English, Jr., vice president, Connecticut 
Bank & Trust Co., Hartford. First, he 
pointed out that the educational needs 
of the trustman, divided as they are 
between the legal and investment as- 
pects, are “hopelessly schizophrenic” 
from the standpoint of traditional school 
disciplines. Even if one or more colleges 
should set up a special trust course, 
there would be no certainty of enough 
qualified students to make it worth 
while. Perhaps the best that could be 
done would be for a business or law 
school, in a university where they could 
draw on each other’s faculties, to ex- 
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pand their curriculum enough to include 
estate planning and investment courses. 

Turning then to on-the-job training, 
Mr. English called for more deliberate 
planning of this activity and for assign- 
ment of the younger trust administrative 
men to senior people “clearly designa- 
ted to whom they may turn for informa- 
tion and counsel.” The few people with 
a high degree of trust education, formal 
or otherwise, should be freed from un- 
necessary routine to devote time to 
training and supervising, he said, and 
guidance should be provided for indi- 
vidual reading. Where formal classes 
for newer people can be used, the 
smaller departments could consider re- 
taining someone from outside the bank 
to conduct them. 

The third question raised by Mr. 
English was whether “we are getting 
the greatest possible use out of our in- 
dustry-sponsored trust schools.” The 
attitude of senior officers should be 
changed from one of satisfaction that 
anybody even attends one of these 
courses to the serious question of how 
much was learned. “It is the function 
of the school,” Mr. English stated, “not 
only to help, but also to require, the 
student to learn something. To operate 
effectively it must insist that its students 
already have mastered the prerequisite 
knowledge.” The student must pass ex- 
aminations “and there must almost ne- 
cessarily be some who do not pass.” 

It is important to “analyze with care 
just who our students are,” the speaker 
noted, especially since they have the 
most diverse backgrounds. The talents 


of leading trust experts should be drawn’ 


upon to determine with some precision 
the total ideal curriculum from the low- 
est level to the highest. This should be 
set out initially as a theoretical ideal 
and not with reference to the existing 
schools. Then a structure of industry- 
sponsored schools could be fitted around 
the ideal curriculum so that each school 
would contribute significantly to the 
overall objective. The resulting plan, 
Mr. English said, might have some of 
the following characteristics: 


1. Utilize and integrate existing 
schools. 

2. Recognize perhaps three distinct 
levels and that some students would 
begin above the first and some would 
stop before the top. 

3. Require written examinations 
for graduation from any level. 

4. Complete one level, or pass the 
examination, before being admitted 
to the next. 

5. Alternate schools and methods 
at some levels, but all preparing for 
the same examinations. 





6. Rapid progression of curricy. 
lum without repetition. 
7. Very high standards at the top 
level, but even here examinations 
available to those who have acquired 
the knowledge by other means. 
The panel discussion which followed 
the talks by Mr. Myers and Mr. English 
is reported on page 239. 


Estate Planning and the Law 


The third of the concurrent Tuesday 
afternoon sessions was devoted to con. 
sideration of the estate planning prob. 
lems of Mr. and Mrs. Executive, owners 
of stock in a closely held corporation, 
Under the able and spirited leadership 
of William J. Copeland, vice president 
of Pittsburgh National Bank, the pane 
representing the four members of the 
“team” presented some possible solu. 
tions (p. 228). 

At the closing meeting on Wednesday 
morning, Whitney North Seymour of 
New York, president of the American 
Bar Association, urged the trustmen to 
go beyond the traditional and welcome 
collaboration with lawyers in the admin- 
istration of estates and to join with the 
Bar in its efforts to improve the admin- 
istration of justice. Another opportunity 
for public improvement brought to at- 
tention by Mr. Seymour (p. 241) lies 
in urban redevelopment which he de- 
clared to be essential to the preservation 
of urban economic and social stability, 

The use of investment advisers by 
trustees is fraught with dangers both 
for the fiduciary and the adviser, in the 
opinion of Peter J. Brennan, assistant 
trust counsel, Harris Trust and Savings 
Bank, Chicago. Their use is increasing 
although according to the speaker their 
duties and responsibilities are not sufl- 
ciently well known. Co-trusteeship is 
preferable because its legal lines are 
clearer. One area of expanding §utiliza- 
tion of advisers concerns the manage 
ment of business interests but Mr. Bren- 
nan suggested (p. 243) that if corporate 
fiduciaries would better equip them- 
selves to handle such assets, the need for 
advisers would be lessened. 

The effect on the marital deduction of 
certain powers in the executor was ana 
lyzed by A. James Casner, associate 
dean of Harvard Law School (p. 247): 
Citing some clear instances where the 
grant of powers by the will would make 
the spouse’s interest terminable and 
therefore not available for the deduc- 
tion, Professor Casner then described 
four hypothetical cases involving powers 
which the fiduciary has by virtue of law. 
Although the exercise of these powers 

(Continued on page 194) 
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turn to Pittsburgh National 
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ment. The Trust staff of over 400 includes spe- 
cialists to assist you with every estate and trust 
problem. Working with your attorney, these 
specialists assure the proper creation and func- 
tioning of your plans to protect your family. 

Second—this competent personal service costs 
no more than you would have to pay an inexperi- 


enced executor or trustee—often it is sub- 
stantially less. 

This type of top grade personal service has 
brought more than a billion dollars in trusts to 
our Trust Department—over 90% of these are 
funds of moderate size. 

To make ‘sure you and your family get the 
very best, arrange with any of our officers in 
the Trust Department for a discussion of our 
services. We'll be glad to talk to you and your 
attorney—and there’s no obligation. 


PITTSBURGH NATIONAL BANK 
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PENSIONS FOR THe SELF-EMPLOYED 


Passage of New H.R. 10 is Indicated 


F THE 16-MILLION MEN AND WOMEN 
() over 65, close to 10-million must 
somehow manage to exist on $1,000 a 
year or less. It is obvious that when 
an emergency strikes, the financial 
means to meet this crisis are usually be- 
yond the reach of the aged and even 
the most dutiful and conscientious sons 
and daughters. Because we are living 
longer, an increasing number of chil- 
dren in their 50’s and 60’s are bearing 
the burden of support of their parents. 

I think this clearly points out why 
for the past 10 years I have been spon- 
soring and seeking the enactment of 
H.R. 10 — a bill to encourage the estab- 
lishment of voluntary pension plans by 
self-employed individuals. The self-em- 
ployed in this country have a very im- 
portant stake in this legislation because 
it provides a basis for their future plan- 
ning to which they have every right. 
We are not pioneers in this field be- 
cause the very principle embodied in 
this bill has been adopted and enacted 
in Great Britain, Canada, and Australia. 

Under existing tax regulations there 
are approximately 10-million self-em- 
ployed persons who, by law, cannot do 
that which may be done by every other 
working individual. The self-employed 
are those who, by law, cannot or, by 
choice, do not operate as corporations. 
They have no employer to establish a 
retirement system and are not employees 
for whom a system may be established. 
However, their right to do so is gener- 
ally recognized by all who have given 
even cursory thought to the glaring 
omission in the present Internal Revenue 


Code. 


Inequity Illustrated 


To illustrate this inequity in the tax 
law, let us take the case of an attorney 
who works for a corporation which pays 
him $10,000 a year as salary and puts 
an additional $1,000 in a retirement 
fund. The tax law allows our attorney 
to postpone the payment of taxes on the 
$1,000 contributed to his retirement 


a 


From address at Mid-Winter Trust Conference, 
New York, Feb. 6, 1961. 
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fund by his employer until he actually 
receives the income in later years. Also, 
the interest earned on this money would 
not be taxed currently. After 30 years, 
assuming a 4 per cent compound inter- 
est rate, the retirement fund for this 
employee would total $58,300. 

On the other hand, let us assume that 
this same attorney chose to operate as 
a self-employed individual. He earned 
$11,000 and set aside $1,000, less taxes, 
each year for retirement. He would have 
accumulated $36,900 after 30 years, as- 
suming the same interest rate. This is 
because, after paying taxes on the 
$1,000, he would have $740 left to set 
aside for retirement — and the interest 
on the fund would also be taxed. 

The difference of $21,400, is a heavy 
price to pay to maintain the individual- 
ism which is so characteristic of the 
self-employed and our democracy. While 
the loss of $21,400 is highly significant 
today, reflect on the added significance 
it will have when the individual reaches 
retirement. 


Unintended Injustice 
The basic purpose of my bill, H.R. 


10, is to remove a fundamental tax 
inequity which has existed since 1942 
when the Congress amended the Internal 
Revenue Code to encourage employers 
to establish qualified pension and profit- 
sharing plans for their employees by 
granting employers deductions for con- 
tributions to such plans and by defer- 
ring a tax on the employees until bene- 
fits are derived under the plans. The 
inequity did not arise through legisla- 
tive intent, as many seem to believe, 
but out of the solution to the technical 
problem of when to tax sums set aside 
for an employee but not yet received 
by him under the terms of a qualified 
employee benefit plan. 

The practical effect of this inequity 
is to make it extremely difficult for the 
self-employed person, at any level of in- 
come, to set aside adequate amounts 
for latter year benefits. According to a 
survey conducted by The Bank of New 
York, relating to the financial planning 


practices of more than 6,000 profes- 
sional men and women, fewer than 3 
out of every 10 self-employed persons — 
by their own admission — have a plan- 
ned retirement program of any kind.* 


The basic pension plan in this coun- 
try is the Federal Old Age and Sur- 
vivors’ Disability Insurance Program. 
But Social Security is a foundation on 
which to build a sound retirement pro- 
gram, not a substitute for private sav- 
ings, insurance protection, or pension 
plans. 

Employment within the economic 
structure of American society is based 
upon a concept of a limited period of 
participation in productivity, accepts a 
time of retirement, and assumes that a 
considerable period of life will remain 
following retirement from the labor 
force. 


Due to the economic demands of 
everyday living, the self-employed indi- 
vidual who has not reached peak earn- 
ing power will be unable or unwilling 
to divert income to retirement savings. 
In many professional fields, the young 
man, because of necessary expendi- 
ture of time on education and military 
service, does not commence remunera- 
tive activity until an average age of 30 
or so. For a considerable period there- 
after, his income does not so exceed 
the initial investments required to estab- 
lish his practice and for his necessary 
occupational and family financial com- 
mitments as to allow diverting appreci- 
able amounts of money to retirement. 


History to Date 


H.R. 10 is a voluntary savings plan, 
and its greatest immediate utilization 
will be by those individuals who, while 
now at the peak earning power stage, 
are relatively much closer to retirement 
age. I introduced the original bill in 
the 82nd Congress (1951). The first 
breakthrough came in the 85th Congress 
as the House of Representatives passed 
the bill. However, it went to the Senate 


*See Bliss, ‘‘Market Research Reveals Demand for 
Self-Retirement Plans,” T&E, June ’59, p. 534. 
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so late that it died with the close of the 
session. 

Last year the House passed H.R. 
10 almost unanimously. The Senate 
Finance Committee held extensive hear- 
ings and in June reported a modified 
version of our bill. While there ap- 
peared to be sufficient support in the 
Senate to enact the bill, the leadership 
of both parties agreed that because of 
the pressure of other business it was 
not feasible to debate H.R. 10. 

Until this year H.R. 10 had received 
considerable opposition from the Treas- 
ury Department, based primarily upon 
loss of revenue. However, after con- 
siderable research, the Treasury had a 
change of attitude and made a number 
of recommendations to the Senate Fi- 
nance Committee last April. 


New Version 


This year it was necessary for us to 
start again from the beginning, for all 
bills not enacted into law automatically 
die at the end of a Congressional ses- 
sion. I introduced the bill on the open- 
ing day and since then seven separate 
bills on this subject have been intro- 
duced in the House. The interest in the 
Senate is most encouraging as three 
separate bills have already been intro- 
duced by members of the Senate Finance 
Committee. 

The newest version — officially titled 
the “Self-Employed Individuals Retire- 
ment Act” — embraces a somewhat dif- 
ferent approach than in prior Con- 
gresses. Instead of allowing the self- 
employed a limited tax deduction for 
amounts voluntarily set aside for their 
retirement either in restricted trusts or 
insurance or annuity policies, the pres- 
ent H.R. 10 adopts the general form of 
the Senate Finance Committee bill of 
the 86th Congress which would have 
brought self-employed persons under ex- 
isting legislation relating to nondis- 
criminatory, tax-favored private retire- 
ment plans by allowing them to be 
treated as their own employers and em- 
ployees. 

The new bill, however, makes a num- 
ber of important changes over the Sen- 
ate draft: (a) it eliminates all proposed 
restrictions on corporate pension plans 
covering so-called “owner-employees”’ : 
(b) it does not require a self-employed 
person to include his employees under 
the plan unless they are more than three 
(excluding part-time or seasonal em- 
ployees): (c) it modifies the severe 
limitations of the Senate bill on the 
amount of contributions which can be 
made on behalf of owner-employees 
(i.e., sole proprietors and partners hav- 
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ing more than a 10 per cent interest 
in the business); and (d) it bases the 
self-employed individual’s contribution 
on the amount of his “self-employment 
earnings” rather than on his “earned 
income” from the business. 


Pending Features 


Other features of the pending bill in- 
clude the following: 


1. Where there are more than three 
employees and the plan covers any 
“owner employee,” the employees’ rights 
must be nonforfeitable for the plan to 
qualify. 

2. There is no “stepped up” contri- 
bution for persons over 50 and no life- 
time limit on contributions. 


3. Contributions to the plan in be- 
half of owner-employees may not exceed 
the greater of (a) $2,500 or 10 per cent 
of self-employment earnings, whichever 
is the lesser, or (b) where there are more 
than three employees and the plan covers 
any “owner employee,” the same ratio 
of contributions to compensation as ap- 
plies to any employee. 

4. Partners having not more than a 
10 per cent interest in the business are 
in general affected by the same rules as 
true employees. 


5. The plan cannot have a waiting 
period for employee coverage of more 
than three years (instead of five years 
as under qualified pension plans gener- 
ally). 


6. No benefits can be paid to an 
owner-employee under the plan before 
he reaches the age of 59% years, except 
in case of disability, and must commence 
not later than age 70%. 


7. Retirement benefits payable to a 
self-employed will be taxed as ordinary 
income as and when received, except that 
(a) in lieu of capital gain treatment, 
lump-sum payments after age 59% 
(and after at least five years coverage) 
or on death or disability shall not be 
subject to tax greater than five times 
the increase in tax resulting from the 
inclusion in gross income of one-fifth of 
the distribution and (b) distributions of 
$2,500 or more prior to age 59% shall be 
taxed at not less than 110 per cent of 
the liability which would have resulted 
had the distribution been spread over 
the taxable year and the 4 prior years. 


8. Retirement funds can be invested 
with a bank as trustee or used to pur- 
chase retirement annuities from an in- 
surance company. Alternating, the bill 
permits the plan to provide for custodial 
accounts to be set up with a bank if the 
investment of the contributions and earn- 
ings is made solely in regulated invest- 
ment company stock and also allows the 
employer to purchase and distribute to 
his employees a special form of non- 
transferable U.S. Bond redeemable after 
age 59% or disability and providing for 
the payment of interest only upon re- 
demption. Investment can also be made 
in face-amount certificates. 


9. Although the regular prohibited 
transaction rules in Code Section 503 
continue to apply in the ordinary situa- 





tions, the term “prohibited transactions” 
is expanded to cover plans involving 
owner-employees owning more than 5) 
per cent of the business where the trust 
directly or indirectly engages in the fol. 
lowing transactions with certain related 
persons: 

(a) lends any part of income or 
corpus of the trust, 

(b) pays any compensation for per- 
sonal services to the trust, 

(c) makes any part of its service 
available on a preferential basis, 
or 

(d) acquires for the trust any prop. 
erty from, or sells any property 
to, the prescribed persons, 

A special rule would supplement the 
provisions concerning prohibited trans. 
actions involving the making of loans 
by the trust. 


Lot of the Self-Employed 


[ believe that unless something js 
done to make self-employment as finan. 
cially attractive as employee status, there 
is a real danger that many professional 
men will bypass the private practice of 
their profession. Personnel directors 
whose primary function is to interview 
college and university seniors have told 
me that in a great many cases the first 
question asked by the students related 
to the retirement program, future se- 
curity, etc. 

The history of earnings of the self- 
employed indicates conclusively _ that 
they are particularly vulnerable to the 
ups and downs of business and to the 
oppressive effects of rising interest rates 
and shrinking capital markets. 

The self-employed must continuously 
regenerate his income. For the most 
part, those who work for corporations 
or for the government can count on 
some compensation every payday. In a 
corporation, the employee no _ longer 
dreads incapacitation because of illness 
or work stoppage. The sole proprietor, 
on the contrary, if unable to work is 
unable to generate income. 

It is vital to America to rely upon 
self-reliance, individual enterprise, and 
thrift. The citizen’s choice of a career 
should not be restricted by tax inequi- 
ties or economic hazards resulting from 
discriminating legislation which favors 
one group over another. The sociological 
implications of this bill and the bene- 
fits to be derived therefrom, especially 
in the field of such professions as medi- 
cine and engineering, are too tremen- 
dous to contemplate. The provisions of 
H.R. 10 will be of particular benefit to 
those professional men and businessmen 
who go through a long and costly period 
of training and whose earnings are Te- 
ceived in a comparatively short period 
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foresight... 





Planning for industry’s long range needs 
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foresight ee e Planning for the future is a vital function 
of management. Ability to create programs that will meet public needs ten 
to twenty years hence is the distinguishing mark of management knowl- 
edge in our present era. Nowhere is this more true than in the fast-growing 
natural gas tndustry. > In the heart of mid-America, Texas Gas is 


applying foresight to meet the long-range needs of industry for abun- 





dant gas energy. Industries seeking to balance the essential factors TE = 4A & Coe Ly & 


of location, transportation, labor and energy supplies should examine 


the advantages of the strategic eight-state region served by Texas Gas. 
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of years when they are subject to high 
income ‘2x rates, 


Prospects 


The chances for passage of H.R. 10 
in this Congress are good. I| have al- 
ready received expressions of support 
from several Congressmen who in the 
past have been included in the very 
small minority opposing the bill. 

H.R. 10 as it was passed in the House 
last year would have allowed the self- 
employed to allocate funds before taxes 
for their own retirement, without mak- 
ing any provision for their employees. 
In practically all quarters, the bill -un- 
der consideration this year is regarded 
as a vastly improved and more equitable 
version than previous H.R. 10 legisla- 
tion. Perhaps the most significant im- 
provement is the inclusion of the em- 
ployees of the self-employed, for it in- 
creases the potential coverage from 10- 
million to approximately 15-million peo- 
ple, and eventually it will be closer to 
20-million. 

Finally, in addition to the argument 
of equity and the inducement toward 
savings which would result from the 
pending measure, there is yet another 
more enduring factor indicating a need 
for the passage of this bill. We have 
long acknowledged the independent busi- 
ness and professional person as one of 
the chief sources of strength and vitality 
in a democratic system. Yet, with the 
growing centralization of our economy, 
the increasing corporate mergers, and 
the inducement of corporate employ- 
ment, we find many talented, young pro- 
fessional and business people unwilling 
to accept the hazards of economic inde- 
pendence. In making possible some pro- 
vision for their retirement, this _ bill 
would thus offer a genuine contribution 
to strengthening the position of the con- 
structive and creative segments of our 
society. 
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EstaTE PLANNING CONFERENCE 
IN SAN FRANCISCO 


An Estate Planning Conference was 
sponsored on February 28 by the San 
Francisco chapter of the American So- 
ciety of Chartered Life Underwriters 
with the cooperation of leading life in- 
surance producers of Northern Cali- 
fornia. 

“The Affairs of John and Mary 
Gottrochs” were discussed by a panel 
consisting of Edwin McInnis, vice presi- 
dent, Bank of America N.T.&S.A.; James 
E. Lane, C.P.A.; Leon Schiller, attor- 
hey; and William V. Regan, Jr., New 
York Life Insurance Co. 
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Alaska Bank Sponsors State’s 
First Estate Planning Seminar 


A large attendance and an enthusias- 
tice response greeted the speakers and 
leaders of Alaska’s first Estate Planning 
Seminar held in Anchorage, February 
7-8, under the sponsorship of the trust 
department of National Bank of Alaska, 
Anchorage. The Seminar featured the 
talks of Chester L. Chambers, president 
of C. L. Chambers Associates. who 
traveled 5,000 miles from his estate 
planning firm office in New York City 
for the purpose. 

Mr. Chambers had been expected to 
arrive in time to address the Chamber 
of Commerce at its weekly luncheon on 
the 6th, but as the New York blizzard 
delayed his departure, R. G. Laube, as- 
sistant vice president and trust officer 
of the bank, took on this assignment. 
Mr. Laube, to whom belongs the chief 
credit for arranging the Seminar, told 
the C. of C. that estate planning is not 
only for the millionaire and, in fact, 
much damage arises from the decision 
to put off planning “until wealth ar- 
rives.” If the estate is small, “you do 
not want any bit of it wasted or mis- 
handled or to go to the wrong person.” 
Three typical examples of the need of 
estate planning were presented. 

On Tuesday morning and afternoon 
Mr. Chambers addressed 103 profes- 
sional people, two of whom — a vice 
president of First National Bank of Fair- 
banks and a general agent for an in- 
surance company — had come 450 


miles. That evening the speaker appear- 
ed before members of the Estate Plan- 
ning Council and invited guests. The 
Wednesday sessions were enlarged to in- 
clude guests of the professionals and 
special customers of the bank. Of the 
600 who attended, 200 were women. A 
multitude of questions was turned in 
for comment during the discussion pe- 
riod. On Wednesday evening Mr. Cham- 
bers spoke at the annual banquet of the 
Life Underwriters Association to which 
the leading attorneys of the Anchorage 
area were invited. The presidents of all 
four banks in the area also were repre- 
sented. 

Mr. Chambers appeared on television 
Tuesday evening and Mr. Laube spoke 
about him and the Seminar program 
over the local FM station. 

The literature made available to the 
audiences at these meetings included a 
personal estate planning quiz, prepared 
by Mr. Chambers, reasons for naming 
the bank executor or administrator, a 
folder on wills, a booklet on the advan- 
tages of trust services, and a list of 
the trust services offered by National 
Bank of Alaska. Attached to the quiz 
was a one-page summary of the common 
causes of estate shrinkage and the per- 
centage of shrinkage to be expected 
from each cause, arranged for estates 
ranging from $100,000 to $5,000,000, 
with and without the marital deduction. 

The immediate response included re- 
quests for Mr. Chambers’ services and 
new inquiries about the trust depart- 
ment of the bank. 





SHOWBOAT FOR SOUTHERN TRUST CONFERENCE 
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One of the features of the Fourth Southern Trust Conference, scheduled for Jackson, 
Miss., May 3-5, is a sail aboard the pictured “Sprague” during which the Dixie Showboat 


Players will present “Gold in the Hills.” 


Chairman of the various committees have just been announced: General: Noel L. 
Mills, vice president and senior trust officer, Deposit Guaranty Bank and Trust Co., Jack- 
son; Program: Lee R. Spence, vice president and trust officer, Deposit Guaranty Bank 
and Trust Co.; Finance: A. Perry Ford, trust officer, First National Bank, Jackson; 
Hotel and Facilities: W. T. Brown, Jr., trust officer, Deposit Guaranty Bank and Trust Co.; 
Publicity and Transportation: Lowell F. Stephens, trust officer, Deposit Guaranty Bank 
and Trust Co.; Registration: Charleton A. Anderson, trust officer, First National Bank, 
Jackson; Entertainment: R. D. Ehrhardt, vice president and trust officer, First National 
Bank and Trust Co., Vicksburg; and Max T. Allen, Jr., president, Jackson-Hinds Bank. 
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Principal or Income? 


How Dividends are Treated under Proposed Revision of Uniform Act 


HEN A TRUST IS CREATED UNDER 
Wy xe. the income is payable to 
one person for life and on his death the 
principal is payable to another, the 
question arises as to what is income and 
what is principal.! There is no difficulty 
as to ordinary cash dividends. They are 
allocated to income. But what about ex- 
traordinary dividends payable in cash 
or in property other than shares of the 
corporation itself, and what about stock 
dividends, either extraordinary or regu- 
lar? And what about receipts from 
shares of regulated investment com- 
panies when they distribute capital gains 
as well as ordinary income earned? 


Two Rules — Uniform Act’s Choice 


In the absence of statute, there have 
been two conflicting views as to extra- 
ordinary dividends. Under the old 
Pennsylvania rule (now superseded in 
that state by a statute) extraordinary 
dividends, whether in cash or stock, are 
apportioned between income and princi- 
pal; insofar as the dividends include 
income of the corporation earned dur- 
ing the period in which the shares are 
held in trust, they are allocable to in- 
come, and insofar as they do not in- 
clude such earnings, they are allocable 
to principal, Under the Massachusetts 
rule, stock dividends are allocable to 
principal and dividends in cash or prop- 
erty other than the stock of the corpo- 
ration are allocable to income. Under 
the Pennsylvania rule, the source of the 
dividend is determinative; under the 
Massachusetts rule the character of the 
dividend is determinative.” 

Although the Pennsylvania rule seem- 
ed to be more fair to the successive 
beneficiaries, it was found to be exces- 
sively difficult to administer. It caused 
endless trouble to the trustees and to 


From address at Mid-Winter Trust Conference, 
New York, Feb. 6, 1961. 

1Mr. Justice Jackson said in a masterly under- 
statement: “‘Where the instrument creating the 
trust directs payment of income to one set of bene- 
ficiaries and corpus to another, Allocation of receipts 
and disbursements as between capital and income-is 
sometimes attended with difficulty.” 

2See Scott on Trusts, Sec. 236.3. 
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the courts and to the beneficiaries who 
had to foot the bills involved in litiga- 
tion. 

Accordingly, Uniform Principal and 
Income Act, adopted in 1931, accepted 
the Massachusetts rule. The Act has been 
enacted as law in 23 states, although in 
many of them its provisions have been 
modified. This Uniform Act is perhaps 
less uniform than any other. Its main 
objective was to lay down definite and 
precise rules. But, as so often happens, 
the very definiteness of the rules has 
led to results that are pretty clearly un- 
fair either to the income beneficiary or 
to the principal beneficiary, and in 
some situations defeat the settlor’s prob- 
able intention. 

In the Uniform Act, §5, it is pro- 
vided that all dividends payable in the 
shares of the corporation itself shall be 
deemed principal, and that all dividends, 
ordinary and extraordinary, payable 
otherwise than in the shares of the cor- 
poration itself shall be deemed income. 
It is also provided, however, that, where 
the assets of a corporation are liquid- 
ated, all amounts paid on disbursement 
of the corporate assets (except cash di- 
vidends declared before such liquidation 
or as arrears of preferred or guaranteed 
dividends) shall be deemed principal. 

Today we are faced with several prob- 
lems relating to the disposition of cor- 
porate distributions which suggest that 
it is desirable to revise the Uniform Act. 
Accordingly the National Conference of 
Commissioners on Uniform State Laws 
appointed a special committee to draft 
a Revised Act. The draftsman is Pro- 
fessor Allison Dunham of the University 
of Chicago Law School. A proposed 
draft is now under consideration. Sev- 
eral important questions of policy arise. 


Dividends in Shares of Other 
Corporations 


There is a question as to the proper 
allocation of dividends payable in the 
shares of corporations other than the 
corporation whose shares are held in 
trust. The problem is suggested in an 





acute form in connection with the pos. 
sible distribution by the duPont Com. 
pany of shares of General Motors. 

Under the old Pennsylvania rule, such 
a dividend, like all other dividends, js 
apportionable. Under the Massachusetts 
rule, such a dividend has been held to 
be income.* Thus, in a case in Massachu. 
settst where under an order of the SEC 
the Standard Oil Company of New Jer. 
sey distributed stock of the Consolida. 
ted Natural Gas Company, it was held 
that this was to be treated as income 
since there was no impairment of capi- 
tal. There are, however, some indica- 
tions that such a distribution might 
under some circumstances be treated as 
a partial liquidation and allocated to 
principal.® 

Under the present Uniform Act, it is 
provided that amounts paid on liquida- 
tion shall be deemed principal, but the 
Act is silent as to what constitutes liquid. 
ation. In the Revised Act it is proposed 
to deal specifically with this problem by 
providing that when a corporation is 
being fully or partially liquidated, dis 
tributions in cash or other assets of the 
corporation to the stockholders are prin- 
cipal; and that a corporation is in 
liquidation if (1) it states by resolution 
that the distribution is in total or partial 
liquidation, or (2) if the corporation is 
making the distribution of assets other 
than cash pursuant to a court decree 
ordering distribution of the particular 
assets distributed, or (3) if the distribu: 
tion of assets reduces the then market 
value of its assets by more than 20 pet 
cent. 

This method of dealing with the prob- 
lem is undoubtedly an improvement 0 
a rule which simply allocates the shares 
to income, regardless of the unfairness 
to the beneficiary in remainder often it 
volved in so doing. It allocates the 


8Scott on Trusts, Sec. 236.5. 


4Qld Colony Trust Co. v. Aymar, 317 Mass. 66, 56 
N.E. 2d 889 (1944). L 

5In re Conway, 29 N.J. Super. 598, 103 A. 24 5! 
(1954); Matter of Matthews, 280 App. Div. 23, 111 
N.Y.S. 2d 405 (1952), aff’d mem. 305 N.Y. 605, 111 
N.E. 2d 731 (19538). 
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shares to income only if the corporation 
does not state it to be in liquidation and 
the distribution does not result from a 
court decree and it is not so large as 
to reduce the value of the corporate as- 
sets by more than 20 per cent. 

The problem has been dealt with very 
recently by statute in Connecticut® and 
in Delaware’ in a somewhat different 
fashion, giving a large amount of dis- 
cretion to the trustee. In Connecticut it 
is provided that 


“when a dividend is payable in shares 
or other securities or obligations of 
corporations other than the declaring 
corporation and the trustee deter- 
mines that either the tenants or the 
remaindermen would profit unreason- 
ably or inequitably at the expense of 
the other from the application of this 
section, the trustee may apportion 
such dividends between income and 
principal or allocate the same ‘in whole 
or part to income or principal’in such 
manner and in such proportions. as 
the trustee in its discretion shall deem 
reasonable and equitable in order to 
preserve the respective interests in 
the trust estate.” 


It would seem that where the stock 
distributed represents a very large pro- 
portion of the corporate assets it would 
be very unfair to the remainderman to 
award all of the stock to income. On 
the other hand, it would not appear un- 
fair to award to income such stock if 
it was of small value as compared with 
the value of the assets of the corpora- 
tion. The present Uniform Act attempted 
to make rules which were definite and 
certain.-But where the application of an 
absolute rule would result in manifest 
unfairness it would seem that something 
should be done about it. Perhaps the 


proposed Revised Act is a good solu- 
tion, 


Regular or Small Stock Dividends 


Under the old Pennsylvania rule, reg- 
ular or small stock dividends are allo- 
cable to income if, as is usually the 
case, they are paid out of current earn- 
ings of the corporation. Under the 
Massachusetts rule such dividends, like 
extraordinary stock dividends, are allo- 
cable to principal.8 

In New York, which originally fol- 
lowed the old Pennsylvania rule, a stat- 
ule was enaced in 1926 which provided 
that stock dividends should be princi- 
pal.® Although it was once held by a 
lower court in New York that the stat- 


ia 


Conn. Gen. Stat. 1958, Sec. 45-113, as amended by 
Laws 1959, ¢. 110. 


Del. Code A i i 
va 1960, © nn., tit. 12, Sec. 3526, as inserted by 


_ Scott on Trusts, Sec. 236.7. 
- Y. Personal Property Law, Sec. 17-a. 
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Please... 


don’t 
let him 
die! 


A hospital is more than just beds, 
operating rooms, x-ray or cardio- 
graph machines. 

To people, it is hope! 

When trouble strikes, people do 
not know what troubles you. They 
do not understand that a larger lab- 
oratory, an extra piece of equip- 
ment or just more beds might swing 
the fulcrum of lives now hovering 
in balance. 





Helping hospitals, both large and 
small, in their vital job of raising 
funds has been a basic function of 
the AMERICAN CITY BUREAU 
since 1913. Does your hospital need 
financial aid? Without obligation, 
one of our experienced Field Coun- 
sellors will be glad to make a study 
of, and prepare a Plan to meet your 
Hospital’s special problems. Write 
our office nearest you today. 


AMERICAN CITY BUREAU 


Professional Fund-Raising Counsel for Almost Half-a-Century 


Chicago 1, Ill. New York 16, N.Y. 


Atlanta 9, Ga. 
3520 Prudential Plaza 386 Park Avenue South 1375 Peachtree St. Bldg. 1202 Prudential Bldg. 


Houston 25, Texas Sacramento 25, Calif. 


451 Parkfair Drive 


Founding Member American Association of Fund-Raising Counsel 
Institutional Member and accepted for listing by the American Hospital Association 
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ute was applicable only to extraordinary 
stock dividends,’ it was finally held by 
the Court of Appeals that under the 
statute regular stock dividends are also 
allocable to principal." 

In a Rhode Island case, where a trust 
estate included shares of stock on 
which no cash dividends were paid but 
regular dividends in shares of the cor- 
poration were declared out of surplus 
earned after the creation of the trust, 
it was held that the shares so received 
were allocable to principal.'* The court 
later held that, since under this ruling 
the stock produced no income for the 
life beneficiary, it was the duty of the 
trustee to sell it and invest the proceeds 
in income-producing property.'* 

This raises an important question 
with reference to growth stocks, such as 
International Business Machines. If such 
a corporation distributes no part of its 
earnings in cash dividends, or only a 
small part, is it fair to the income bene- 
ficiary to hold such stock in the trust? 
Can the trustee properly purchase such 
stock? The question also arises where 
the earnings of the corporation are dis- 
tributed wholly or in part through stock 
dividends. It arises, indeed, where the 
market value of the stock is so great in 
proportion to the income presently 
earned by the corporation that even if 
the earnings are distributed as cash 
dividends, the income beneficiary re- 
ceives a very small percentage of the 
market value of the stock.’* The diffi- 
culty, or part of the difficuity, disappears 
if stock dividends representing current 
earnings are allocated to income. Should 
they be so allocated? 

The present Uniform Act makes no 
exception for the case where current 
earnings are distributed in the form of 
small and perhaps regular stock divi- 
dends, In the proposed Revised Act, two 
alternatives are suggested. The first is to 
provide, simply, that all distributions of 
a corporation which are made in the 
shares of the distributing corporation 
are principal, whether in the form of a 


1oMatter of Villard, 147 Misc. 472, 264 N.Y. Supp. 
236 (1933). 


Matter of Ryan, 294 N.Y. 85, 60 N.E. 2d 817 
(1945). 


12Rhode Island Hospital Trust Co. v. Tucker, 51 
R.I. 507, 155 Atl. 661 (1931). 


13Rhode Island Hospital Trust Co. v. Tucker, 52 
R.I. 277, 160 Atl. 465 (1932). 

4In the proposed Revised Act provision is made 
for allocation of the proceeds of sale of unproductive 
or underproductive property. It is provided that 
where any part of the principal is sold at a time 
when for more than a year it has not produced an 
average net income of at least 1 per cent of its in- 
ventory value, a portion of the net proceeds shall be 
treated as delayed income. It is so provided where 
the sale takes place even after the termination of the 
interest of an income beneficiary if the proceeds are 
received by the trustee within one year of the ter- 
mination of the interest. 
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stock split or a stock dividend. This 
would retain the old rule. The other 
alternative provides that stock dividends 
shall be principal unless the distribution 
is payable at the rate of 6 per cent or 
less of the corporation’s outstanding 
shares of the same class before such dis. 
tribution in which case the distribution 
in stock of the declaring corporation is 
income.!® Thus, the Revised Act, under 
this alternative, treats small stock divi. 
dends as income. It makes no distinc. 
tion between those stock dividends 
which represent current earnings and 
those which do not, although ordinarily 
these small stock dividends do represent 
current earnings. 


Capital Gains of Investment 
Companies 


Where shares of a regulated invest: 
ment company are held by a trustee, the 
question arises whether sums designated 
as capital gains are to be treated as ir 
come .or as principal. What authority 
there is holds that these capital gains 
are to be treated as income.!® Thes 

*-e . ee @ 11 
decisions have met with some criticism. 

The question is whether such an it- 
vestment is similar to the investment I 
shares in a business in which the articles 
making up the inventory are bought and 
sold.'* But is a regulated investmetl 
company really engaged in the busines 
of buying and selling securities, and # 
the income derived from the securitié 
merely incidental? Moreover, there maj 
be years in which the investment cot 

15In Kentucky a statute provides that stock div- 
dends payable at a rate of 10 percent or more of the 
corporation’s outstanding shares of the same las 
shall be deemed principal. Ky. R.S., Sec. 386.020, # 
amended by Laws 1960, c. 155. ‘ 

16Rosenberg v. Lombardi, 160 A. 2d 601 
1960); Matter of Byrne, 192 Misc. 451, 81 anges 
23 (1948); Matter of Bruce, 192 Misc. 523, 81 = 
2d 25 (1948); Matter of Hurd, 203 Misc. 966, : 
N.Y.S. 2d 103 (1953); Matter of Bailey, 20 aise? 
539, 188 N.Y.S. 2d 1005 (1959); Lovett Estate (N° 
2), 78 D. & C. 21 (Pa. 1951). , 

Gee 88 TRUSTS AND EsTATES 160 (1949); 90 “ 
300 (1951); 99 id. 1146 (1960); 20 Fordham L. ~ 
79 (1951); 31 Rocky Mt. L. Rev. 224 (1959). 


also In re Whitehead’s Will Trusts, [1959] Ch. 57 
18See Scott on Trusts, Sec. 236.14. 


(Continued on page 250) 
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BIG BEN chimes the hours above Great Britain’s Houses of Parliament in Westminster 
Palace. This famous clock bell, which weighs 13¥2 tons, was installed in 1856. 
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trust 
matters 
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* epO ORT AIRE PA TER ROSIN: | i Poti Grime * 


“... there is a real place in New York for conservatively managed banks and 
trust companies of moderate size where customers may have easyaccess to and per- 


sonal acquaintance with the senior officers. ..” From the Bank’s Declaration of Principles. THE 

This principle, which has guided our your clients could benefit from this B AN K 
handling of fiduciary matters for many Bank’s tradition of personalized trust 

decades, has never been more timely. service which dates back to 1830—26 

Present day trust complexities require years before Big Ben rang its first hour. 


Close cooperation between attorney and jf you OWN SECURITIES, a folder describ- NEW ‘ ORK 


banker, as well as personal attention to ing our investment services, is yours for 
the individual’s needs. Perhaps you and the asking. Write our Main Office, Dept. E. New York’s First Bank+ Founded 1784 


Main Office: 48 WALL ST. * Uptown Offices: 530 FIFTH AVE. * MADISON AVE. AT 63rd * MADISON AVE. AT 73rd 
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INTERNATIONAL ECONOMIC DEVELOPMENTS 


New Dimension in Trust Investment 


Professor of Finance, New York University, New 


HE UNITED STATES MUST SOLVE THE 
5 pores balance of payments prob- 
lem if international standing of the dol- 
lar is to be maintained. Increased com- 
petition has had a pronounced effect on 
the margin of profit of many com- 
panies. While the future of American 
investments in underdeveloped countries 
has become somewhat doubtful, crea- 
tion of larger economic units in Western 
Europe is attracting an_ increasing 
amount of American capital.. Before the 
impact of these developments on trust 
investments, is considered, it is first 
necessary to analyze the problems cre- 
ated by them. 


Balance of Payments 


During the past three years, the coun- 
try’s annual deficit in international pay- 
ments of over $3.5-billion has resulted 
in over $22-billion short term assets 
owned by foreigners and a gold out- 
flow of over $5-billion. The result has 
been disappearance of complete freedom 
over fiscal and monetary policies by 
government and monetary authorities 
who from now on will have to use great 
care in decisions in order not to weaken 
the dollar and accelerate outflow of 
gold. 

The U.S. cannot continue with a pay- 
ments deficit of the present magnitude 
and measures must be taken to reduce 
it drastically or eliminate it entirely. 
The measures taken, whether uni- or 
multi-lateral, will have a pronounced ef- 
fect on the economies of the U.S. and 
the rest of the free wold. 

Unilateral measures that the U.S. can 
take to rectify the balance of payments 
deficit are: (1) reduction of defense 
expenditures abroad; (2) curtailment 
of economic and military aid; (3) rais- 
ing of tariffs or quotas on imports; (4) 
restrictions on tourist spending abroad; 
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(5) regulations on outflow of American 
capital. 

Adoption of unilateral measures by 
the U‘S. would weaken the alliance of 
the free world and set in motion tariff 
wars leading to general curtailment of 
international trade, from which only 
the Soviet Union and satellites could 
benefit. They would hamper the eco- 
nomic growth of underdeveloped coun- 
tries and strengthen Communist influ- 
ence. This could lead to a return of eco- 
nomic nationalism throughout the free 
world and adoption of a policy of poli- 
tical isolationism here. 

Multilateral measures could shift from 
the U.S. to other industrial nations of 
the free world part of the defense bur- 
den and economic aid to underdevel- 
oped countries. Other measures could 
include reduction in discrimination 
against dollar imports and increase in 
dollar totals which foreign tourists may 
spend in the U.S., as well as coopera- 
tion among the central banks to co- 
ordinate movement of short term inter- 
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est rates. Moderate decline in these 
rates, notably in Great Britain, would 
end the outflow of short term funds 
from this country to other centers. It 
is also possible that with the European 
boom slowly coming to an end and with 
resumption of economic growth in the 
U.S., the outflow of American direct 
investments to Western Europe will slow 
down and there might even ensue an in- 
creased flow of foreign capital to the 
US. 

The dollar surplus problem is an in- 
ternational one to be_ solved only 
through co-operative measures taken in 
the not distant future. Until, however, 
these methods are known, confusion and 
uncertainty will affect bond and equity 
prices and cloud the vision of invest: 
ment officers. 


International Competition 


Rehabilitation of the industrial na 
tions of Western Europe and Japan has 
been completed, and their productivity 
and efficiency are still rising. These 
facilities are in some respects even more 
modern than those of the U.S. 

Mass production methods are being 
adopted and combined with ingenuity in 
design and styling, quality is high. Euro- 
pean and Japanese wages are substan- 
tially lower than in the U.S.; and with 
certain notable exceptions, they have 
enjoyed a high degree of labor tram. 
quility. Their rate of economic growth 
has been higher than here and they are 
today less dependent on economic 
changes in this country. All these n@ 
tions have been able to reduce unem- 
ployment drastically, even during pe 
riods of large unemployment in the US. 

The competitive position of these 
countries is further increased by the 
substantial inflow of American direct 
investments. Whereas American corpo 
rations are planning reduced 1961 e 
penditures on plant and equipment a 
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home, direct investments abroad, not- 
ably in Western Europe, are rising. 

The net effect is increased competi- 
tion in foreign markets. Some products 
previously exported from the United 
States are now manufactured by Amer- 
ican subsidiaries abroad; and competi- 
tion at home, particularly in commodi- 
ties requiring much labor, is mounting 
rapidly and is bound to become keener 
as the boom in Europe slows down. 

Competitive conditions are further ag- 
gravated by the fact that the U.S. today 
js in a transition period, when produc- 
tion facilities exceed present effective 
demand and with production costs still 
rising. Declining profit margins here, 
while foreign margins remain high, 
simulate direct investments by Amer- 
ican companies abroad. 

The Soviet block can compete with 
the free world in many commodities, 
notably raw materials, and the impact of 
its competition in oil on the price struc- 
ture is well known. The Soviets can 
also compete in certain types of heavy 
equipment, such as the steel mill erected 
in India and the Aswan Dam in Egypt. 
In foreign markets, the Soviet Govern- 
ment usually cuts prices to disrupt mar- 
kets and is willing to accept surplus 
commodities in exchange for exports. 
Such competition is difficult to over- 
come. Their competition too is bound 
to have an effect on some U.S. indus- 
tries and corporations. 


Direct Investments Abroad 


Direct foreign investments of the U.S. 
towards the end of 1959 amounted to 
about $30-billion, divided as follows: 
$10.2-billion in Canada, $8.2-billion in 
Latin America. $5.3-billion in Europe, 
§2-billion in the Middle East and Africa, 
and $3.2-billion in other areas. Direct 
investments by corporations in under- 
developed countries are primarily in 
production of raw materials and in 
Western Europe and Japan, they are 
concentrated in industrial production. 
In Canada, direct investments are both 
In raw materials and in manufacturing. 

Since the end of the war, underde- 
veloped countries have been swept by a 
wave of crude nationalism. Seizure of 
over a billion dollars of American assets 
in Cuba, confiscation of Dutch proper- 
les in Indonesia, nationalization of for- 
“ign properties in Egypt are typical ex- 
amples. Even in Canada one can detect 
Tesentment against American capital 
and some legislation has been passed to 
retard this inflow. 

The effects of these developments are 
ound to be far reaching. American cor- 
Porations have already become con- 
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cerned over investments in some under- 
developed countries where economic and 
political conditions are unstable. Need- 
ing foreign capital and technical know- 
how, if inflow of private capital is cur- 
tailed, they will demand increased aid 
from the U. S. Government and some 
will turn to the Soviet Union. Soviet aid 
will lead to strengthening of Communist 
influence which may adversely affect the 
status of American direct investments in 
these countries. 

The problem is twofold: namely, how 
to safeguard American investment and 
how to provide assurance that develop- 
ment of natural resources of underde- 
veloped countries will benefit the entire 
population and not only a small group. 
Where there is maldistribution of in- 
come and wealth, a revolutionary condi- 
tion prevails, of which Communism 
knows how to take advantage. Until the 
ruling classes are willing to improve the 
living standards of the majority, there 
is little that the U. S. Government or 
private concerns can do. 

While there is a possibility that Amer- 
ican direct investments in underdevel- 
oped countries may decrease, the flow of 
capital to Western Europe is increasing. 
This reflects desire to participate in 
growing markets resulting from forma- 
tion of larger economic units. Costs of 


production, notably labor, are lower, 
profit margins are larger, and the rate 
of growth has been much more rapid 
than in the U.S.A. Thus, annual average 
growth during 1953-59 here was 2.4% ; 
in the Netherlands 4.5%; in Italy 
5.4% ; in Japan 6.3%; and in West Ger- 
many 6.6%. They will therefore be in a 
stronger position to compete with Amer- 
ican manufacturers not only in world 
markets but also at home. This will 
benefit some American companies at the 
expense of others. 


Impact on 
Investment Policy 


As a result of large direct foreign in- 
vestments, leading American companies 
have become international in character 
and developments abroad both political 
and economic, can have an impact on 
their earnings. The investment officer 
must ascertain whether the company’s 
investments are in countries lacking 
political stability and suffering from 
maldistribution of wealth. They should 
know of antiforeign sentiment which 
can lead to nationalization of these as- 
sets and thus, at least temporarily, to 
substantial losses. If in Western Europe, 
they should ascertain how the forma- 
tion of larger economic units, national- 
ization of industry, and the widening 
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of the domestic market will affect their 
earning potential. 

It is not yet certain what the rela- 
tionship between the Common Market 
and the Free Trade Association will be, 
whether two new economic rivals will 
arise or whether they will combine. In 
the first case, international competition 
will become even keener and may af- 
fect adversely earning power of sub- 
sidiaries abroad. In the latter case, a 
huge market will be created with rising 
living standards, leading to mass _pro- 
duction and distribution and _ rising 
profit margins. The investment officer 
today must consider the impact of in- 


ternational competition on the earning 
potential of American companies, par- 
ticularly those which are large ex- 
porters. Similarly, international compe- 
tition will have an effect on the profit 
margin of many American concerns 
catering exclusively to the domestic 
consumer. 

Until quite recently, American busi- 
nessmen and investment oificers did not 
concern themselves with our balance of 
payments but in the last year this has 
become a serious problem and the meth- 
ods adopted to solve it will have a 
pronounced effect on our economy. If 
the U.S. is forced to take unilateral 
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measures, it could lead to restrictions 
on international trade and capital; jf 
a mutually satisfactory agreement js 
reached, it will lead to an increase. 

Finally, since total income of many 
corporations depends, at least in part, 
on earnings of foreign branches and 
subsidiaries, the investment officer must 
familiarize himself with the transfer 
problems in various countries. While 
return to convertibility of leading cur. 
rencies has removed this problem jp 
Western Europe, it still remains up. 
solved in many underdeveloped coun. 
tries. 

Modern means of transportation and 
communication have shrunk time and 
space. Innovations in production and 
distribution of one country are soon 
adopted in others. Larger economic 
units based on mass production and dis. 
tribution and efforts to raise living 
standards are the order of the day. The 
U.S. as the foremost industrial nation 
of the world is bound to feel the effects 
of these developments. Our response to 
this challenge should be positive and 
not negative. What is required is close 
cooperation of government, manage- 
ment, and labor to create a favorable 
investment climate to increase produc- 
tivity, foster research, and provide the 
consumer at home and abroad with 
high-quality goods _ properly _ priced. 
Economic changes throughout the world 
offer the U.S. a challenge and a great 
opportunity. If American leadership in 
government, business, and _ labor re: 
sponds in a courageous manner, the re- 
sults will be a blessing not only to the 
U.S. but to the entire free world. 

A A A 
T&E in The Financial Index 


Articles in TRUSTS AND ESTATES are 
now regularly indexed in The Financial 
Index, the most comprehensive index to 
the financial press, which is used to locate 
fact and opinion articles in more than 
75 advisory services, magazines, and 
newspapers, and the publications of more 
than 350 brokerage firms in the US, 
Canada, Japan and Great Britain. A 
unique feature of The Financial Index 
is a Single Issue Service so that sub- - 
seribers whose attention is drawn 1 
articles in the publications they do not 
receive may obtain them directly from 
a central point. The Financial Index 18 
published weekly at 1295 Madison Ave- 
nue, New York 28, at $95 per year, Ir 
cluding quarterly cumulative volumes 
permanently bound. A four-week trial 1s 
available to those who identify them- 
selves as Trusts and Estates readers. 
Users include New York Public Library, 
Securities & Exchange Commission, 
Chase Manhattan Bank. Editor is Cor 
inne Silverman. 
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Areas of Probability 


Their Meaning for Trust Investment 


SAMUEL H. WOOLLEY 


Vice President, The Bank of New York, New York City 


INCE THE SECOND WorLD War, 
S price-earnings ratios of stocks have 
gone from about 7 times to over 18 
times on average; with a reasonable 
amount of luck, one could have had 
fairly good market appreciation with- 
out a corresponding earnings improve- 
ment of the companies represented. It 
seems unlikely that earnings multiples 
over coming years will perform in the 
same manner and go from 18 to 40 
times. If this proves to be the case, 
what will be the ingredients of a suc- 


cessful investment program in the pe- 
riod ahead? 


While this talk was in the formative 
stage, the December issue of the 
Harvard Business School Bulletin ar- 
rived, a major portion of which was 
devoted to reports by faculty members 
having partial responsibility for re- 
viewing the curriculum and making 
recommendations for changes. The ser- 
ies as a group is titled “The Approach- 
ing Sound of Change.” The first of the 
individual reports, by C. Roland Chris- 
tensen, carries the title, “We Stand on 
Shifting Ground — Provocative Pre- 
dictions about the World to Come for 
the Business Man and the Professor.” 
The Second report, by Charles J. Chris- 
tenson, is called “HBS and the One 
Hundred Gorgeous Girls — Mathemat- 
ical Decision Making Solves and Creates 
Problems.” The third is titled “Science 
versus Common Sense in Human Rela- 
tions” by A. Zeleznick. 


I should like to quote from the first 
of these reports: 


We spent almost one entire year 
trying to answer the question: “What 
will be happening in the next 15-20 
years in the environment within which 
we as businessmen operate; in the 
field of management; and in the field 
of education?” 

Here are a few of my interpreta- 
tions of our conclusions about these 
basic trends — overstated for sharp- 
ness, to be sure. I would issue a warn- 
ing: some of these predictions may 
disturb us. But after all, we are try- 
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ing to anticipate what will happen — 
not what we might like to see hap- 
pen. 

In the first place, we would expect 
to see a blurring of many present and 
well accepted categories of activity 
and occupation. What, for example, 
is going to be the difference between 
“public” and “private” activity in the 
future? Just what is a “private” cor- 
poration going to look like in the next 
20 years? We foresee a great increase 
in the number of quasi-public corpora- 
tions, firms that lie somewhere be- 
tween the public and the private. We 
expect the government to play a 
a greatly increasing role in our eco- 
nomic life: you may find Senator 
Kefauver sitting in your marketing 
office, at least in spirit, during the 
next two decades. 

We predict that there will be a 
modification of the concept of private 
ownership, and a substantial modifi- 
cation in what are currently primarily 
“private” business decisions. Plant lo- 
cation questions, for example, which 
are now considered “private” may 
very well become matters of public 
policy in the future. We believe that 
pressure in the direction of public 
participation in such decisions will 
grow as society judges its business 
enterprises increasingly in terms of 
social values as well as on economic 
performance. It seems to us that the 
nation is already doing this — it 
wants to know how a company is 
treating its employees, the commun- 
ities within which it operates, the cus- 
tomers whom it serves — and we as- 
sume that business will be subject to 
more of this kind of evaluation in the 
future. 

By the same token, it may become 
harder and harder to tell the differ- 
ence between soldier and civilian, gov- 
ernment employee and business ex- 
ecutive, academician and executive, in 
the years ahead. The distinctions be- 
tween these groups which we have ac- 
cepted for so long are breaking down, 
just as the neat division of activity 
and decisions into “private” and “pub- 
lic” is crumbling. This reshuffling is 
already taking place, whether or not 
we are aware of it, and we expect this 
process to continue, if not accelerate. 

We expect to see major changes in 
the organizational units of govern- 
ment. The city and state may well de- 
cline in importance in favor of larger 
units overseeing metropolitan areas. 
Inherent in this concept is a larger 


role for the Federal Government vis. 
a-vis state and local authority. 

We are expecting a tremendous jn. 
crease in technology and science, and 
a growing trend to substitute mechan. 
ical devices for rote labor. 

We look for the large corporation 
to increase its dominance in our in. 
dustrial complex. 

We expect that American business. 
men will be faced with greatly in. 
tensified competition both at home and 
abroad. 


Having had this glimpse of the future 
through the eyes of the Harvard Busi. 
ness School faculty, it might be inter. 
esting to consider some problem areas 
of the present, which I have classified as 
areas of probability. These are by no 
means all the problems but those which 
seem to come up most frequently when 
investment people get together. Do we 
find anything in this long-range fore- 
cast that has bearing on our thinking 
about the so-called “blue chips”? More 
and more people ask, “What about 
du Pont and Eastman Kodak?” The pur- 
pose of these questions is to ascertain 
whether or not we believe such issues 
have “shot their bolt” and whether we 
should be looking for other areas of 
investment. 

In Mr. Christensen’s forecast, he said, 
“we look for the large corporation to 
increase its dominance in our industrial 
complex,” also ““We expect that Amer- 
ican businessmen will be faced with 
greatly intensified competition both at 
home and abroad.” Lest we forget, there 
was another prophecy to the effect that 
we foresee a great increase in the num- 


ber of quasi-public corporations. (Could’ 


IBM become vested with a public inter- 
est?) However, even without such di- 
rection signals as given by Mr. Christen 
sen, we know that securities of large 
basic companies will be the backbone of 
trust investments. The national survey 
conducted by the Trust Division on 4 
sampling basis indicated that the worth 
of securities held in trust accounts ad- 
vanced to more than $57-billion in 1959. 
With 65% of this sum invested in com- 
mon stocks, corporate trustees could not 
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escape iivesting in major companies 
even if they tried. 


Giamor - Growth- Risk 

Many of the points we have been dis- 
cussing would also have a bearing on 
another ¢ uestion which constantly 
arises: “What about the glamour 
stocks?” It used to be that venture is- 
sues sold at low multiples of earnings 
in recognition of the high degree of 
risks which they carried. In more re- 
cent years. however, these risks have 
played second fiddle to “growth pros- 
pects”; and in many instances, multi- 
ples are related to sales rather than per 
share earnings. To be sure, not all 
glamour stocks are venture issues; but 
the one feature they all seem to have 
in common is a price which reflects an 
extremely high degree of confidence in 
the future, and many have a scientific 
flavor. In thinking of these issues, and 
especially the smaller companies, I still 
hear the admonition that the trend is 
towards the dominance of the large cor- 
poration and that there will be an in- 
tensification of competition both at 
home and abroad. 

At the same time, however, not only 
the Harvard Business School, but even 
those of us not so learned, are expecting 
a tremendous increase in “technology 
and science, and a growing trend to 
substitute mechanical devices for rote 
labor.” These developments will bring 
about many corporate casualties, but 
they will also create investment oppor- 
tunities which we cannot now visualize. 
While many of these opportunties may 
be more suitable for use in investment 
management operations, some will be- 
come trust investments; and we should 
not close our eyes to this technological 
mushrooming in our trust departments. 
Even among the larger companies, the 
impact of these developments will not 
be evenly distributed; and the future 
will be brightest for those companies 
which are most alert to the opportuni- 
ties created by the coming changes. 

I should have hoped that the Harvard 
boys would have broadened the scope 
of their crystal gazing to cover political 
and economic trends abroad as well as 
at home. My recollection is that in the 
course, “Business in World Society,” 
given in their Advanced Management 
Program, much stress is laid upon the 
shrinking world and the opportunities 
for service which it provides. I am in- 
lerested in this principally because of 
another area of probability which we 
should touch upon. With increasing con- 
Vertibility of currencies, opportunities 
or investment in other countries have 
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broadened, and companies whose names 
we have difficulty in pronouncing are 
popping up in portfolios. 

The probability of more rapid growth 
rates, the enticement of lower price earn- 
ings ratios, and in many cases the ef- 
ficiency of all new plants since the end 
of the war have been responsible for 
the shift of funds into the leading coun- 
tries of Europe and elsewhere. At the 
travel speeds visualized for the future, 
it will not be too long before we will 
be able to obtain delivery from a 
Parisian department store as quickly as 
from Macy’s, and the problem of re- 
placement parts from a German manu- 
facturer will be little more difficult than 
sending to Detroit for a new radiator. 

Despite development of trade areas, 
political boundaries are likely to re- 
main for some time, and investments 
abroad will carry special kinds of risks. 
Moreover, problems of analysis, selec- 
tion, and proper supervision may limit 
their use. The point I wish to make, 
however, is that whatever our prefer- 
ences may be with respect to such in- 
vestments, the choice is rapidly being 
taken out of our hands by the more 
aggressive domestic companies which 
are stepping up their own investments in 
foreign production and marketing facili- 
ties. 


New Analytical Tools? 


There is no question in my mind that 
the investment prizes of the coming 
years are going to go to those. whose 
ears are attuned to the approaching 
sound of change. With actually thou- 
sands of analysts combing over the se- 
curities available for investment, there 
will be little that is not generally known 


about the past or present of most im- 
portant companies. Our objective, there- 
fore, will be to keep funds invested in 
those areas which we think have the 
greatest probability of being favorably 
affected by longer term trends. This may 
require new tools of analysis, and it is 
here I would like to refer to the sec- 
ond of the addresses mentioned earlier, 
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Girls.” My hunch is that this title was 
dreamed up by the marketing professor, 
but the report has to do with the appli- 
cation of mathematics in the areas of 
decision making. In this case, the prob- 
lem was quite unique in that a fellow 
was offered his choice of 100 glamorous 
girls. The catch was that they were to 
be paraded into his office one at a time, 
and he had to make his choice before 
the girl left the room, without the bene- 
fit of recall or without the benefit of 
having seen all of the girls. I believe 
this is called a problem of decision un- 
der uncertainty, and most of us would 
probably solve it by other means than 
mathematical. 

In our investment world, we are con- 
stantly making decisions in much the 
same manner. The girls are being 
paraded before us; and while we do 
get a chance to make some comparisons, 
the number of choices is tremendous. 
As I understand it, these problems con- 
cerning decisions under uncertainty in- 
volve a combination of subjective judg- 
ment and mathematical tools to obtain 
the highest levels of probability. If such 
an approach can establish the most like- 
ly spot on which to drill an oil well 
or determine the best probable pattern 
of warehouse distribution of inven- 
tories; if such an approach can be used 
to work out the probabilities in war 
combat problems — it is not too much 
to believe that somewhere along the line 
such techniques might be used to ad- 
vantage in investment programming. 

Certainly, judgment and even hunches 
will always have a place: but I should 
be surprised, if as time goes on, we did 
not make important strides towards rais- 
ing our probability factor as a conse- 
quence of the application of new mathe- 
matical concepts to the selection of 
broad areas of the economy for invest- 
ment, as well as to selection of indi- 
vidual issues. 


Human Relations and Investment 


Finally, the report on “Science versus 
Common Sense in Human Relations” 
also has special value for the investment 
field. The gist of this article was to the 
effect that in the field of human rela- 
tions, objective studies with scientifical- 
ly collected data and tested results will 
replace a “feeling” or “sense” of what 
is right, based on ethical or moral con- 
cepts as they are instilled in an indi- 
vidual through his lifetime of experi- 
ence. This may seem a little far- 
fetched for a discusison of this kind, 
but the only way we have of accomplish- 
ing things in this world is through per- 
sons. In our business, persons dream up 
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ideas, sell them to their associates and 
to customers. In small trust departments, 
all this may be done by one person; 
but as soon as he has an assistant, the 
human relations problems start to multi- 
ply. In an organization where research 
activities are carried on by one group 
and administrative and portfolio activi- 
ties by other groups, human relations 
problems are frequently the toughest 
ones; and sound solutions are conducive 
to the flow and application of ideas. 

To give you an exaggerated illustra- 
tion, not so long ago the senior trust 
officer of a rather large institution was 
lamenting that research had given a pur- 
chase recommendation only six months 
earlier and it had been acted upon 
rather widely. Research was asking 
them to reverse this action completely, 
with the stock selling well below the 
purchase price. 

Surely this situation is familiar to 
many who work in larger organizations. 
Here we have an analyst who must have 
the type of environment which will per- 
mit him to change his mind without 
recrimination if he believes develop- 
ments dictate change. We also have the 
account man who goes all out to sell 
the idea to the customer and who puts 
his own prestige on the line, as well as 
that of the institution. Then we have 
the customer whose money is involved, 
being asked to undo it all under adverse 
circumstances. Finally, we have the 
head of the department who has the 
responsibility of explaining any and all 
serious complaints by customers to the 
chief executive. 

While we commonly think of human 
relations problems as costly chiefly in 
the way of labor turnover, it is ob- 
vious that in our business, where the 
confidence factor is such a valued in- 
gredient and where personal creative- 
ness is at a premium, these problems of 
human relations can stand squarely in 
the way of investment results; and we 
will, | am sure, welcome any progress 
made in solving them on a scientific 
basis. 


Opportunities Unlimited 


Perhaps you are asking: what invest- 
ment policy are we to follow in the 
light of this discussion? Here again 
there is no one answer, but you are wel- 
come to my own ideas. 

As a general framework for trust in- 
vestment policy, we should keep in mind 
that we are investing peoples’ savings. 
While investment in common. stocks 
necessarily entails risks, these, in my 
opinion, should be relative and not ab- 
solute. Under the circumstances, and 


bearing in mind the probability of the 
increasing domination of the large cor. 
poration in the economic complex, jt 
would seem that the backbone of com. 
mon stock trust accounts should and will 
be made up of securities of basic com. 
panies. Inasmuch as future price ep. 
hancement is likely to be based more 
upon earnings growth than upon still 
higher price earnings ratios, selection 
of basic stocks will be increasingly im. 
portant: and in our work at the bank 
our thinking runs toward expectation of 
a minimum growth rate of 6%, annually 
as one qualifying requirement for this 
basic section of the portfolio. It js 
recognized that stocks of such com. 
panies may not show the same price in. 
creases over the next ten years that 
they have over the past, since a good 
part of past growth was based upon 
higher earnings multipliers. But one of 
the primary reasons for holding stocks 
is to participate in the growth of the 
country, and we should expect such 
companies would fulfill this require. 
ment. We should further expect that 
unevenness of growth would create buy. 
ing and selling opportunities as in the 
past. We are not unmindful that this 
approach is not likely to answer the in- 
come needs of all our customers, but 
whatever the need for compromise, we 
feel it is important to establish the 
ideal objective. 

A second portion of the common stock 
section of an account might permit us 
to take advantage of cyclical movements. 
This section might also provide room 
to acquire stocks that have fallen out 
of favor for one reason or another and 
which might be selling far out of line 
with basic values and ultimate earning 
power. Changing circumstances and a 
measure of patience may be very Ie 
warding in this section if there is reason 
for taking a positive view of the longer 
term trends at work. 

Finally, a third portion of the fund 
should provide a more direct partic 
pation in new areas of promise in 4 
changing world. These opportunities 
may not only arise from scientific dis 
coveries and technological development: 
growing out of research; but also from 
changing social patterns, population 
shifts, .international developments, ett: 
As risks in this type of investment may 
be greater and mistakes more costly. it 
would be expected that opportunities for 
gain would exceed those expected it 
other sections of the portfolio. Because 
of the higher degree of uncertainty; 
however, it might be well to limit the 
amount of such issues to a modest per 
centage. 
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YIELDS of YIELDS of PRICES, DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS and YIELDS 
By Maturity Groups By Ratings 125 Industrial Stocks 
YIELDS YIELDS YIELDS PRICES AND DIVIDENDS 
1.0% + Lio + bo # PER SHARE 240 
, atecemis 10 YEARS ercesecccece Aa 
b 2 . 
———— 3'/4s, oF 6/15/83-78 | [20 —-—---—A | Feo 180+ 
fn 9° GReny 9 ume B a a 
4+ +25 4+ +25 YIELDS 160-4 
r____—— SCALE ON LEFT 
— (sO + +39 140- 
al — ioe 120-4 
—- — '—- 4.0 
" se ne DIVIDENDS ”" 
SCALE ON RIGHT ————————- 
+-5.0 —) bom a . a noo ~~ 6- 
Sais e 
—55 —+ -55 + -55 5- 
60 4 + }60 4- 
1958 1959 1960 1961 1958 1959 1960 1961 958 1959 1960 1961 
LULL ET PEELE LELIELLI ELITE DELETE L ELIT 
—— End of Month —— Range of Period 
1961 1960 1960 1960 1951-59 
Feb. pn Feb. Sittew Mish-Lew 1946-50 1941-45 1931-40 1919-1930 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. —.............. a. G 3.42 3.46 4.83 5.11-3.29 5.17-1.35  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. -.... % 3.63 3.73 4.78 5.07-3.53 5.10-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. __.. % 3:72 3.86 4.57 4.91-3.68 4.87-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2%s, 9/15/72-67 —........ % 3.69 3.83 4.29 4.68-3.58 4.64-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2\%s, 12/15/72-67 —...-. % 3.64 3.78 4.19 4.59-3.56 4.58-2.44 2.48-2.08 2.50-2:37 (a) (a) (a) 
NS Re eR EL / 3.74 8.86 4.20 4.44-3.65 4.39-2.59 (b) (b) (b) (b) 
3s, 1995 —..... % 3.57 3.68 3.88 4.10-3.54 4.06-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term _....._..... “ 4.22 4.30 4.54 4.61-4.22 4.61-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term -.._........-........ “ 4.36 4.46 4.67 4.78-4.36 4.78-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term ....................... % 4.60 4.67 4.91 4.95-4.60 4.92-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term ...........-- % 5.03 5.10 5.31 5.37-4.97 §.32-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term __................ ‘% 3.12 3.16 3.39 3.55-2.99 3.65-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated lees Tern... ~- % 3.33 3.38 3.65 3.76-3.26 3.81-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term _.. iccammcacens ie 3.55 3.65 3.91 4.06-3.55 4.03-1.72 2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term —........____ % 4.05 4.09 4.32 4.46-3.98 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
pS cree —~ % 4.63 4.67 4.78 4.82-4.58 4.85-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade -~.... was, Fe 4.87 4.89 5.22 5.31-4.87 5.60-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
Me ne a % 4.36 4.42 4.57 4.68-4.34 4.87-8.45  3.92-3.27(e) (e) (e) (e) 
Medium Grade —_............... % 4.65 4.73 4.90 4.98-4.65 5.16-3.80  4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
High Grade % 4.71 4.74 4.89  5.06-4.70 5.12-8.77 4.24-3.40(e) (e) (e) (e) 
Medium Grade ~~ —._-.... % 4.94 4.98 5.11 5.30-4.93 5.34-4.17  4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) —..... .... $190.56 186.00 177.30 190.56-164.91 196.07-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) —-...---..- 6.01 6.01 6.03 6.06-6.00 6.01-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields _...__- === % 3.15 3.23 3.40 3.66-3.15 6.79-2.96  7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19(f) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 


(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 


(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 
(e)—Low Dividend Preferred -Yield Averages in this series date from 


Jan. 2, 1946. 


(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 


Note: To facilitate comparisons between the three charts above, all yields 


have been placed on the same inverted arithmetic scale which appea' 
3 on the left side of each chart. 
*Revised. Medium grade, high dividend series preferred stock yields for Oct., 5.14; Sept., 5.16. 
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RADUAL Recovery No Boom IN 1961 


Investment Panel Sees No Major Depression 


HE FiVE-MAN INVESTMENT PANEL AT 

the 42nd Annual Mid-Winter Trust 
Conference of the American Bankers 
Association, held in New York City in 
early February, went on record as fore- 
seeing no major depression but, by the 
same token, its members were not in a 
mood to predict a sharp turnabout in 
business in the near future. Opinions as 
to the approximate bottoming out phase 
ranged from this spring to one year 
later, with the majority !ooking for 
some signs of recovery by the end of 


1961. 


Acting as leader of the panelists was 
Charles W. Buek, first vice president, 
United States Trust Co. of New York, 
assisted by Alan K. Browne, vice presi- 
dent, Bank of America, N.T. & S.A., San 
Francisco; William R. Grant, director 
of research, Smith, Barney & Co., New 
York City; Walter D. Mertz, vice presi- 
dent, Wilmington Trust Co., Wilming- 
ton, Del.; and Duncan H. Newell, Jr., 


» vice president, Valley National Bank, 


Phoenix, Arizona. 


Although these investment specialists 
looked for no booming performance in 
industrial indices this year, they were 
expressing their viewpoints against ex- 
pectations of a generally encouraging 
picture, rather than one of gloom. Only 
one member thought that interest rates 
would be significantly lower at the 1961 
yearend, hence, if majority thinking in 
this respect is borne out, President Ken- 
nedy may well be disappointed in his 
drive for lower costs on borrowed capi- 
tal. The consensus was, however, that 
rate fluctuations would not be of major 
proportions. Mr. Mertz observed that 
if business activity should start to turn 
upward sooner than expected around 
the end of the first quarter, demand for 
money might bring easier bond prices 
over the balance of this year. 


The panel considered selection the 
paramount factor in setting up a stock 
portfolio. Stock averages are of negligi- 
ble guidance value but industry and 
‘ompany choices spell success or fail- 
ure and the following lines of business 
‘em likely, in the mind of the panel- 
ss, to offer the best outlook over the 
balance of this year: oils, electric utili- 
lies, drugs and cosmetics, life, casualty 
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and fire insurers, certain selected chem- 
icals, natural gas transmission, office 
equipment and industrial controls, as 
well as stocks of companies catering to 
leisure time activities of a growing pub- 
lic with time on its hands and money 
to spend. Specific suggestions from these 
groups appear in the box herewith. 


Whither GE and WX? 


General Electric and Westinghouse, as 
outstanding blue chip industrials widely 
held in trust accounts, have for months 
reflected a growing unrest on the part 
of some large holders, as indicated by 
increased volume and receding price 
levels. Mr. Mertz, in answering a query 
as to whether these companies could de- 
velop within the next two years suffici- 
ent earnings to justify current prices, 
(at that time approximately 69 and 46, 
respectively) expressed the opinion that 
the chief problem is one of maintaining 
prices in the face of strong competition. 
Utility company buying of heavy equip- 
ment continues in a level trend, while 
housing activity remains on the slow 
side. Stimulation of the latter sector 
might boost accessory sales but the like- 
lihood is that both companies will have 
difficulty in building profits materially 
over the immediate future. With GE at 
31 times earnings and WX around 21 
times, these stocks appear currently 
overvalued but they could present a 
materially better relationship by the 
mid-’60s. Consequently, with the long- 
term outlook satisfactory, it would seem 
preferable to maintain present invest- 
ment positions inasmuch as comparable 
alternatives are lacking. Mr. Grant re- 


marked that these two companies are 
not alone in trying to solve the problem 
of inadequate profit margins. 

Mr. Newell expressed a preference for 
so-called blue chip stocks as the back- 
bone of trust accounts, rather than tak- 
ing undue risks in comparatively un- 
seasoned companies or new fields, Re- 
search conducted by the well-established 
leaders is in itself contributing a meas- 
ure of diversification to their operations. 

Mr. Grant made a distinction between 
an unseasoned company and an unsea- 
soned stock. There are many well-estab- 
lished businesses not known to the in- 
vesting public; these are certainly not 
unseasoned, although their securities 
may lack a broad market. He also point- 
ed out that many of these relatively ob- 
scure organizations have _ benefitted 
markedly from government research 
grants and programs at the expense of 
larger entities. Whether they are suc- 
cessful in developing into important in- 
dependent units or become merger can- 
didates, the net result is greater compe- 
tition in their special field. 

As concerns suitability of foreign 
companies for trust investment, Mr. 
Grant remarked that some outstanding 
companies like Unilever, Philips and 
others are of undoubted investment 
stature; the problem of obtaining close 
information remains, however, in many 
cases a barrier to intelligent appraisal, 
and his firm is accordingly averse at 
this time to general overseas commit- 
ments. The notable expansion of over- 
seas operations by many American cor- 
porations affords a broad selection of 
opportunities, however. 





PANEL ON INVESTMENTS 





From left: Walter D. Mertz, Wilmington Trust Co.; Duncan H. Newell, Jr., Valley Na- 

tional Bank, Phoenix; Charles W. Buek, leader, United States Trust Co. of New York; 

Alan K. Browne, Bank of America, San Francisco; and William R. Grant. Smith. Barney 
& Co., New York. 
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How Much Growth? 


Trustees are also concerned over the 
percentage of stocks in the so-called 
growth category to include in their ac- 
counts, usually at the sacrifice of in- 
come, Mr. Newell approached the prob- 
lem from the mathematical angle, in its 
application to tax-free accounts, with 
the assumption of acquisition at a 20 
times p/e ratio. If annual growth of 
the company is at 8%, it would take 
eleven to twelve years to regain the pur- 
chase base. This prospect must, he said, 
be compared with a placement in bonds 
or mortgages at perhaps 5% or more 
which would double in value in about 
14 years in making one’s choice. In per- 
sonal accounts, where income taxes are 
a factor, the decision must be deter- 
mined by whether it is long-term trust, 
the age of the parties at interest and 
their financial status. If young and 
wealthy, it is worthwhile to sacrifice in- 
come for capital growth, while older 
beneficiaries will require more income 
and less accent on appreciation. Mr. 
Buek went on record as favoring as 
large participation in personal accounts 
as circumstances permitted with the 
statement that 35% in growth situations 
seemed preferable to 60% 
yield static companies. 

Trustees are becoming increasingly 
conditioned to placing more pension and 
profit-sharing monies in non-marketable 
areas such as mortgages and private 
placements, according to Mr. Newell. 
They are more troublesome and costly 
both to originate and service but if the 
higher-than-normal net return warrants, 


in higher- 





STOCKS FAVORED BY INVEST- 
MENT PANEL 


Great American 

Insurance Co. of 
N.A. 

Northern Ins. Co. 
of N.Y. 

Socony-Mobil 

Standard Oil of 


Aetna Life 
Travelers Ins. 
Fireman’s Fund 


Continental Oil 
Phillips Petrol. 


Royal Dutch Cal. 
Texaco 
Merck American Home 
Smith, Klein & Products 
French Bristol-Myers 
Avon Products DuPont 
Revlon Monsanto 


American Express Otis Elevator 











the trustee must be equipped to render 
service to the client. The portfolio com- 
mitment might range somewhere around 
7%-10% of total assets for each 100 
basis points of higher yield thus ob- 
tainable and might likewise depend 
upon whether the trustee absorbs the 
additional administration costs or passes 
them on to the fund. Mr. Buek stressed 
the importance of having a prime credit 
risk in all non-liquid transactions in the 
event that unforeseen circumstances re- 
quired sale prior to maturity. 


Equities Still Backlog 


Mr. Mertz suggested the suitability of 
a 50%-55% portfolio equity percentage 
in common trust funds at present mar- 
ket levels. In discretionary living and 
testamentary trusts, however, one must 
rely upon “hand tailoring” to meet the 
needs of the account, ranging anywhere 
from 45% for a widow up to 80% for 
a doctor with a good practice. 
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Scheduling of bond maturities, as ex. 
plained by Mr. Browne, is merely one 
of adaptation to the purposes of the 
specific fund. Requirements of an acty. 
arially computed pension fund can be 
quite closely anticipated but those of q 
profit-sharing fund are less determin. 
able, hence more liquidity may be de. 
sirable, as would also be the case jp 
health and welfare plans. In individual 
accounts, each must be considered oy 
its special characteristics and scheduled 
accordingly. 


In reviewing personal trust portfolios, 
investment officers are often plagued by 
the specter of tax considerations from 
profits or losses. Mr. Mertz urged that 
investment judgment be kept free and 
decisions predicated upon strictly jn. 
vestment factors. In the case of bonds, 
however, Mr. Browne urged _ that 
changes should be made only if the in- 
vestment status of the account were im. 
proved thereby. 


When shares of a well-managed in. 
vestment company are received in a 
new trust account, there may be no 
need to dispose of them but, in most 
cases, the panelists expressed a prefer. 
ence to transfer management to their 
own hands because of the duplicate 
fees involved. Queried about the new 
“Centennial-type Funds,” the consensus 
was that this plan works in favor of the 
owner of the poorest-quality stocks ac- 
cepted in the fund, inasmuch as these 
are presumably the first which a good 
manager would sell in aligning the port- 
folio, ‘with the other participants ac- 
cordingly assisting to share the capital 
gains. Likewise, opinion on the newly 
authorized real estate investment trusts 
was that they offer a tax advantage 
through their conduit function over the 
corporate method but that the key to 
success or failure depends upon manage- 
ment calibre. Formation of tax-exempl 
bond funds may also act as a stimulant 
to the market for such obligations )y 
educating individuals in the advantages 
of this investment medium. 


A AA 


CONFERENCE PROCEEDINGS 
(Continued from page 172) 
might reduce the interest otherwise pas* 
ing to the spouse, his conclusion is thal 
they do not disqualify the transfer for 

the marital deduction. 

The Conference came to a close with 
the traditional luncheon tendered by the 
New York Clearing House, at which Dr. 
James R. Killian, Jr., of M.I.T. ad- 
dressed the delegates (see p. 196). 
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..1n Columbia Gas System’s 
constant search for progress 


A number of “firsts” in the business of delivering natural gas 
have been recorded by companies of the Columbia Gas System. 
Here is another—one of the highlights of 1960 operations. 

On November 15, 1960, the 10,500-horsepower thrust of an 
aircraft jet engine was harnessed to help pump 666 million 
cu. ft. of natural gas a day to help serve 15 million people*. 
This is the first time an aircraft jet engine has been used 
as a source of stationary power. In cooperation with Pratt 
& Whitney and Cooper—Bessemer, it was installed in this 
compressor station near Clementsville, Ky., on the lines of 
Columbia Gulf Transmission Company, a System subsidiary. 
With nine other Columbia Gulf compressor stations, it moves 
gas from the Louisiana Gulf Coast to other Columbia System 
companies which, in 1960 delivered a total of 792 billion 
cubic feet of gas to homes, industry and other public utilities. 
IN 1960, THE SYSTEM ALSO... equipped more compres- 
Sor and field pumping stations with automatic controls... 
built an entire distribution system for an Ohio village with 
Plastic pipe... began operation of the first leg of a micro- 
wave communications system... instituted new refinements 
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In this 


*? 
a 


building... 
a new 
“first” 





in machine accounting and centralized billing procedures. 

These and many more innovations were completed or initi- 
ated in 1960 in Columbia Gas System’s constant search for 
new, better and more economical ways to serve customers. 


For the full story of the System’s progress, write for the 
Annual Report for 1960. 


*The estimated 1960 population of the area served by Columbia System 
companies in Ohio, Pennsylvania, New York, Virginia, West Virginia, 
Maryland, Kentucky and the District of Columbia. 


THE LUMB 
ou SYSTEM, INC. 


Columbia Gas System Service Corporation, Columbia Hydrocarbon Corpo- 
vu ration, 120 East 41st Street, New York 17, N. Y. CHARLESTON GROUP: 

verem_ | United Fuel Gas Company, Amere Gas Utilities Company, Atlantic Sea- 
board Corporation, Columbia Gas of Kentucky, Inc., Virginia Gas Distri- 
bution Corporation, Kentucky Gas Transmission Corporation. COLUMBUS 
GROUP: The Ohio Fuel Gas Company, The Ohio Valley Gas Company. PITTSBURGH 
GROUP: The Manufacturers Light and Heat Company, Columbia Gas of New York, Inc., 
Columbia Gas of Maryland, Inc., Cumberland and Allegheny Gas Company, Home 
Gas Company / Columbia Gulf Transmission Company / The Preston Oil Company. 
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INNOVATION—QUR GREAT FRONTIER 


The Economic and Social Role of Research 


DR. JAMES R. KILLIAN, JR. 


Chairman of the Corporation, Massachusetts Institute of Technology, Cambridge 


HE UNITED STATES IS STILL THE 

most powerful, the wealthiest, the 
most technologically advanced nation in 
the world. The real question is whether 
tomorrow we will still be showing the 
vitality, the productivity, the creativity, 
the resources of moral and cultural 
strength which are required for this 
leadership. In this time of relentless 
challenge, do we have those qualities of 
adjustment, those characteristics of the 
“adaptive society” which are requisite 
to meet the accelerating rate of change 
which is the overriding characteristic 
of our time? 

Our total national effort in ‘research 
and development’ — by commerce and 
government — which has to do with the 
creative process is strikingly small rela- 
tive to other national endeavors, but 
our success in real invention and real 
discovery, may well be one of the fac- 
tors with the greatest power to insure 
our economic strength and growth, our 
safety and leadership in the world. Es- 
pecially is this true of that tiny part of 
our creative effort which we inade- 
quately term ‘basic’ research. Today less 
than 30,000 scientists and engineers, 
are engaged in this very special activity. 
While we must expect that this “growing 
edge” of our national life will always 
be occupied by small numbers, the bur- 
den of the future which this group car- 
ries points up the importance of our 
identifying, encouraging, and educating 
all the exceptional minds in our popula- 
tion. It points up the importance of in- 
vestment in people as well as investment 
in plant and equipment. 

Prior to World War II, the annual 
rate of our expenditure for research and 
development was less than half a billion 
dollars; it will soon exceed $15-billion. 
The technological developments that be- 
gan in World War II marked a turning 
point, and as these have continued to 
grow in number and complexity, so, 
too, has their impact upon our national 


life. The development of nuclear weap-. 


Excerpts from address at Mid-Winter Trust Con- 
ference luncheon, Feb. 8, 1961. 





ons, missiles and rocketry, medical 
achievements such as the production of 
antibiotics and the development of the 
Salk vaccine, and the development of a 
wide variety of new commercial prod- 
ucts have impressed upon the public 
consciousness the significance of tech- 
nological achievement. 

In the Report of the President’s Com- 
mission on National Goals, C.E.D. 
economists Stein and Denison, state that 
“the advance of knowledge has clearly 
been the most important single source 
of past increases in output per unit of 
input.” They also note that the “in- 
crease in formal education has been a 
major factor in our past economic 
growth and will continue to be so.” 


Improvement — Not Just ‘Change’ 


Businessmen — and particularly bank- 
ers — must anticipate swift technologi- 
cal change, with technology becoming 
steadily more complex. More advances 
have been made in science in the past 
50 years than in all preceding history; 
and 90 per cent of the scientists who 
ever lived are probably alive today. 

The rapid growth of scientific knowl- 
edge is accompanied in many develop- 
ments by a shortening lag between dis- 
covery and marketable product. It was 
some 200 years from the invention of 
gunpowder to its use in weapons. It was 
6 years between the discovery of fission 
and the explosion of the first atomic 
bomb. To bring the telephone to com- 
mercial use took over 50 years, tele- 
vision a dozen years, transistors five. _ 

Today the Free World holds a posi- 
tion of leadership in science and tech- 
nology, but the competition grows more 
severe and the requirements for peak 
performance more pressing. The Soviets 
are showing great energy in mobilizing 
all their national resources to advance 
their science and rapidly to translate 
this scientific advance into new indus- 
trial technology. Also, the Soviet plant 
is newer. 

More innovation is important, sec- 
ondly, to increase the number of com- 


panies which seek to enlarge and per- 


petuate -their business — and their so. 


cial utility — by improving their prod. 
ucts rather than merely changing them. 
The President’s Commission on National 
Goals highlighted this point: “Increased 
reliance on research and improved tech- 
nology will provide opportunity for 
American industry to expand its mar- 
kets by producing new and authentically 
improved products rather than too great 
a dependence on superficial changes in 
style. To these ends, universities, re- 
search institutes, governments, and in- 
dustries should greatly increase basic 
research, the ultimate source of new 
ideas and new products.” One of the 
Commission members, Crawford Greene- 
walt, said that the growth rate will be 
influenced much more favorably by a 
given number of dollars invested in 
plant for a completely new product than 
the same dollars invested in, let us say, 
a model change in an existing product. 


Our Intellectual Resources 


Industrial stability and growth are 
increasingly dependent upon taking in- 
tellectual risks as well as capital risks. 
As the future unfolds, creative brains 
will be as competitively sought after as 
physical resources — minerals, oil, land 
— have been in the past, and will be 
considered among the major features 
of the capital structure of industry. We 
see evidence of this in the response of 
stock markets to “growth” companies 
which flare into brilliance as a result 


of new technology generated by the ex: | 


ceptionally creative people they employ. 

Innovation in technology increasing: 
ly depends upon science, rather than 
upon cut-and-try methods. The indus 
trial revolution has been superseded by 
the scientific revolution. “The industrial 
society of electronics, atomic energy; 
automation is in cardinal respects dif- 
ferent in kind from any that has gone 
before.” The scientific revolution re 
quires different attitudes, a deeper and 
wider understanding of science, a closer 

(Continued on page 208) 
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Profit PicrURE AND MERGERS 
Boost INSURANCE STOCKS 


Without doubt the position of the 
stock insurance companies improved 
considerably during 1960. It was an- 
other year of growth in premium vol- 
ume and investment income. Assets re- 
corded new historic highs. Insurance in 
force passed all previous peaks with no 
le-up in sight. Despite the records 
posted, the industry was not without its 
problems. From the standpoint of the 
fire-casualty companies, the big news 
was the damage wrought by Hurricane 
Donna, causing in excess of $100,000,- 
000 of losses. Tornadoes and wind 
storms in the earlier part of the year 
contributed to the loss picture as did 
the unfortunate occurrence of major air 
disasters. Yet, unfortunate as these are, 
they are the reason for existence of the 
insurance industry. Without losses 
there’d be no need for insurance, and 
sooner or later, the industry will derive 
some benefit. 

Several years ago many were pre- 
dicing the demise of the American 
agency system along with the com- 
panies supporting that method of dis- 
tribution but the system is still intact. 
The changes it has undergone have 
strengthened rather than weakened it. 
The stock companies have met the chal- 
lenge of the captive agency companies 
— or so-called direct writers — on their 
own ground. The most vulnerable area 
has been automobile coverage where 
stock companies have reduced commis- 
sions concurrent with a variety of pre- 
ferred risk plans. These “safe driver” 
plans (whether company-created or 
Written through the bureau) have been 
well received; companies have reported 
that most new policyholders were ori- 
ginally insured by the direct writers. 
Many package plans have been offered 
and an equal variety of premium pay- 
ment procedures created. The stock 
Companies, not content to rest here, are 
gradually promulgating innovations in 
Tfemaining coverages. 

Proof of the foregoing is literally 
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in the investors pudding, because in- 
surance stocks outperformed most seg- 
ments of the market during 1960. About 
half of them raised dividends during 
the year. Such action plus improved 
earnings prospects combined to produce 
a 12% rise for the fire-casualty insur- 
ance stock average. January continued 
the trend and with a further improve- 
ment in earnings contemplated in 1961, 
market action for the rest of this year 
may well exceed that of last year. 

The stock life insurance companies 
reported another excellent year with the 
new federal income tax legislation taken 
in stride. Those who felt that earnings 
would be set back approximately one 
year were fairly accurate since 1959 
earnings were approximately the same 
as 1958. However, results in 1960 for 
most life companies showed substantial 
improvement in cash earnings as well 
as in adjusted earnings. Life insurance 
stocks, which had lagged behind the 
fire and casualty stocks during most of 
the year, suddenly came to life in Decem- 
ber with the averages rising about 6% 
in that month. During January a further 
rise of nearly 9% was posted and so 
far this month these stocks have con- 
tinued to appreciate. There has been 
considerable institutional buying as 
well as strong evidence of emerging 
private investor interest. 

The adverse results during the 1956- 
59 period caused the old line companies 
to re-examine their entire mode of do- 
ing business. It was found, for example, 
that many economies could be effected 
without disturbing overall efficiency. 
These internal changes gradually re- 
duced expense ratios so that by the 
end of 1960 most insurance companies 
could feel that office overhead was close 
to the rock-bottom minimum. The rise 
in premium volume further aided in re- 
ducing the expense ratio. Tighter under- 
writing standards were employed and 
the giant “weeding out” process begun 
several years ago began to show much 
desired results. Excluding “Donna,” 
loss ratios were better on most lines. 

Even more important, however, was 
the realization that the relatively small 
company could no longer conduct a 
nationwide operation unless the entire 
company were changed from a multiple- 
line operation to a specialty line opera- 
tion. Since this would involve too drastic 
a change, many companies agreed to 
consider the possibility of merger. The 
improvement in underwriting created a 
psychological condition that greatly 
aided the consummation of mergers that 
had previously been largely academic dis- 
cussions. Thus several large eastern 


companies acquired mid-west and south- 
ern running mates; such companies as 
Federal, Glens Falls, New Hampshire, 
Reliance and Springfield acquired new 
subsidiaries in territories considered 
ripe for expansion. In some instances, 
such acquisitions were motivated by the 
necessity of bringing new management 
into old established companies. Other 
insurance companies, not necessarily in 
the same position as the medium-size or- 
ganizations, felt that agency forces 
would be strengthened by acquisition 
of life facilities, hence life insurance 
companies were acquired or formed in 
considerable number during 1960. 

Thus, the trend begun several years 
ago was clearly manifested in 1960 
and there seems little doubt that a con- 
siderable number of large scale mergers 
and acquisitions will take place during 
the balance of this year. Obviously, this 
will create more competition for the 
“small company” and investors would 
be wise to keep this in mind in making 
commitments in insurance stocks. 

It also seems likely that many com- 
panies will resort to capital financing 
during 1961 since little or no earnings 
were generated during the previous 4 
years to finance the large increase in 
premiums anticipated during the next 5 
years. In the past, such financing has 
usually occurred while underwriting 
conditions were poor with stock sold 
during the low point in the stock price 
cycle. With many stocks now selling at 
all time highs, and others approaching 
such highs, the time is ripe for financ- 
ing. With investment income rising, ad- 
ditional increases in cash dividends are 
highly likely and will further enhance 
market prices. Insurance stocks may 
consequently very well be priced, on 
average, very close to net worth and 
capital financing will not appreciably 
dilute the equity value. 

Underwriting profits in 1961 should 
be better than in either of the previous 
2 years, barring of course, another 
castrophe comparable to Hurrican 
Donna. Rate increases will be granted 
in many lines, notably automobile and 
extended coverage. With investment in- 
come likely to show a further rise, pre- 
tax earnings could be the best since 
1954. Since many insurance companies 
still have substantial tax losses to carry 
forward, 1961 may well record the high- 
est after-tax earnings on record. 


Greorce T. STEWART 
BLYTH & CO., INC. 


Sounp VALUES IN BANK STOCKS 


Over the past ten years earnings of 
of the country’s banks have .demon- 
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strated stability and a consistent up- 
ward trend, with many banks doubling 
their operating net per share. This ten 
year performance record can be found 
not only among growth area banks but 
also among institutions in New York 
and Chicago. 








FLORIDA POWER CORPORATION 
St. Petersburg, Florida 
February 16, 1961 


The Board of Directors of this Corpora- 
tion has this day declared a dividend of 
twenty-two cents (22¢) per share on 
the outstanding Common Stock, pay- 
able March 20, 1961, to stockholders of 
record at the close of business March 3, 
1961. 


G. F. FOLEY, Treasurer 






























Southern Cali ifornia 


Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 





ORIGINAL PREFERRED STOCK 
Dividend No. 207 
65 cents per share; 


sees NN rare 
ees 


CUMULATIVE PREFERRED STOCK, . 
4.32% SERIES Ba 
Dividend No. 56 ES 
27 cents per share. #8 
The above dividends are Es 






payable March 31, 1961, to 
stockholders of record March 
5. Checks will be mailed from 
the Company's office in Los 
Angeles, March 31. 


eS eS Paeacn 


P, C. HALE, Treasurer 


SS 


February 16, 1961 
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Banks, like all other businesses, have 
been faced with constant pressure on 
operating expense. They have invested 
large sums of money and a great deal 
of time in development of processes and 
electronic equipment which will enable 
them to better control the cost of 
handling the ever increasing volume of 
record work. Among the large banks 
pilot programs have been used prior 
to installation of a full project and with- 
in the next year or two most banks will 
be in position to handle a greatly en- 
larged volume of work without increas- 
ing operating costs. 

The years 1950-1960 cover the emer- 
gence from a period of controlled inter- 
est rates and it is undoubtedly true that 
interest rates cannot repeat the rise of 
about 200‘. However, it is evident the 
banks, in their enlargement of services 
and in their essential place in an ex- 
panding economy, will continue to show 
steady growth of earnings. 

While the percentage of earnings paid 
out in dividends has remained conserva- 
tive, bank stockholders in general have 
had a substantial participation in the 
improved operating earnings. In 1960, 
for instance, forty-five of the largest 
fifty banks not affiliated with holding 
companies, increased their dividends 
either through stock dividends or higher 
cash rates. 

Like the general market, bank stock 
prices were off in the early months of 
1960 in spite of sharply increased earn- 
ings reported in the first and second 
quarter. Although the percentage in- 
crease over 1959 tended to level off as 
the year progressed, earnings for 1960 
were about 12% higher than 1959 and, 
in the absence of the large security 
losses reported in 1959, net earnings 
for the year were considerably higher. 
At the end of last year the bank stock 
market picked up so that the December 
30th averages were just about at the 
level of December 31, 1959 and prices 
have since risen another 10%. 

In spite of the advance in prices, bank 
stocks today are selling on a price earn- 
ings basis that makes them most at- 
tractive. A group of thirty-eight repre- 
sentative banks across the country, for 
instance, is selling at approximately 
14.4 times 1960 operating earnings 
while Standard and Poors latest price 
earnings ratio on its utility index, based 
on third quarter 1960 earnings season- 
ally adjusted to the annual rate, is 21.24 
and on its industrials, the price earn- 
ings basis is 20.09. 

It is difficult at this time of uncer- 
tainty in the general economy to make 
any earnings forecast but, barring de- 


i 


terioration of over-all business condi. 
tions, it is anticipated that 1961 bank 
profits will be very close to 1960 re. 
sults. Loans did not show their usual 
(Continued on page 202) 
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TEXAS GULF 
SULPHUR 
COMPANY 


158th Consecutive 
Quarterly Dividend 


The Board of Directors has declared a 
dividend of 25 cents per share on the 
10,020,000 shares of the Company's 
capital stock outstanding and entitled 
to receive dividends, payable March 15, 
1961, to stockholders of record at the 
close of business February 27, 1961. 


HAROLD B. KLINE, 
Secretary. 
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INTERNATIONAL 
SHOE 
| COMPANY 


St. Louis 


200TH 
CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 45¢ per 
share payable on April 1, 1961 
to stockholders of record at the 
close of business March 10, 
1961, was declared by the 
Board of Directors. 

ROBERT O. MONNIG 


Vice-President and Treasurer 


February 27, 1961 














Pullman 
Incorporated 


— 399th Dividend — 
95th Consecutive Year of 
Quarterly Cash Dividends 


A quarterly dividend of fifty 
cents (50¢) per share will 
be paid on March 14, 1961, 
to stockholders of record 


March 1, 1961. 
CHAMP CARRY 


President 


Division and Subsidiaries: 
Pullman-Standard division 
The M. W. Kellogg Company 
Trailmobile Inc. 
Trailmobile Finance Company 
Swindell-Dressler Corporation 
Transport Leasing Company 
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DIVIDENDS PAID ON THE 
COMMON STOCK CONTINUOUSLY 
FOR MORE THAN HALF A CENTURY 
ALWAYS EARNED, NEVER REDUCED 








Our business and earnings increased in 1960, although 
not as much as had been expected. We sold 3% more 
electricity and 5% more gas than in 1959, both of these 
percentage increases being well below our average rate 
of growth in recent years. Our sales were affected by the 


curtailed industrial activity and reduced rate of new home 


building, both of which were experienced nationally. Weather 
was about average, but over-all was adverse in comparison 
with 1959, the winter having been slightly better for our 
heating business, but the summer considerably less favor- 
able for air-conditioning loads. 

Earnings per share of common stock were $1.48, an 
improvement of 7 cents over 1959. Dividends at the 
increased rate made effective in Qctober I959 were paid 
trea quarter and amounted to $1.00 per share for the 
ull year. 

Total operating revenues in 1960 were $174,852,000, in- 
creasing $5,894,000 or 314% over 1959. This compares 
with an average rate of growth for the past ten years of 
over 8% a year. Total operating expenses increased 
$3,976,000 or 2.8%. Higher State and local taxes, larger 
depreciation accruals, increased wage rates, and the costs 
of supplying additional electricity and gas were substan- 
tially offset by savings in other elements of operating ex- 
pense. As a result the net increase in expenses was less 
than normally would be expected. 







Copies of our 
1960 Annual Report 
available upon request 


As an indication of the basic growth trend of business 
in our territory, the amount of additional electric and. gas 
service contracted for in 1960 by industrial and commercial 
customers, expressed in terms of annual revenue it is ex- 
pected to produce, was the greatest for any year in the 
Company’s history. While the number of new homes built 
declined from the levels of recent years, information from 
local builders indicates an upturn before the end of 1961 
may reasonably be expected. The 1960 census con- 
firmed earlier estimates that population growth in our area 
is well above the national average and a continuation of 
this trend is indicated. 

Operation of the first 191,000 kilowatt unit at our new 
Charles P. Crane Electric Generating Station is now ex- 
pected to begin by June 1961. Work was started during 
1960 on a second unit of the same capacity scheduled for 
initial operation in the early part of 1963. Capital expendi- 
tures for these and other facilities in 1960 amounted to 
$54,000,000, a new yearly high. To serve the growing 
residential and industrial needs for electricity and gas in 
our area, we foresee an increase of nearly 50% in our 
investment in facilities during the next five years, with an 
expenditure of more than $250,000,000 of which about 
$45,000,000 has been budgeted for 1961. 











1960 
Operating Revenues 
Operating Expenses 
Operating Income 
a ase a ee si 
Earnings per Share of Common Stock. . 
Dividends Declared ................ 
Construction Expenditures 
Utility Plant at Year-End 
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$1.48 
$1.00 





$174,852,000 
$145,670,000 
$ 29,182,000 
$ 21,952,000 


$ 53,986,000 


ini Gils mien $575,585,000 
Customers—Electric ............... 545,142 
EE pe ae ren 396,344 


1959 


$168,958,000 
$141,694,000 
$ 27,264,000 
$ 20,966,000 


Pent 


PRESIDENT 


$1.41 BALTIMORE 
$0.95 
$ 37,943,000 || GAS and ELECTRIC 
$527,036,000 
535,739 COMPANY 
388,765 














Marcu 196] 


Baltimore 3, Maryland 













WHEN TO CALL THE Doctor? 


President Kennedy continues to in- 
sist that the economy is sick and due 
to remain in that parlous state until 
his administration’s plans for massive 
spending begin to take effect. There are, 
indeed, few visible evidences of busi- 
ness cheer. General business activity has 
continued to ease, with the Federal Re- 
serve index dropping in January for 
the sixth successive month to 102, about 
8% below the year earlier figure, and 
unemployment remains a sore spot. 
Some signs of betterment have ap- 
peared, however, in steel, heavy con- 
struction contracts and housing starts. 
Overall, it is a picture which particu- 
larly lends itself to a wide cleavage of 
opinion, ranging from hopes of a nearby 
bottoming-out to Washington’s extreme 
sense of urgency, the latter undoubtedly 
motivated in large degree by considera- 
tions of pending legislative programs. 

Once more the public is confronted 
by the prospect of more high-level eco- 
nomic planning and “management,” 
trends in growing ascendancy since the 
early °30s, which unfortunately seem 
destined not only to stay but proliferate 
into nearly all areas of activity. 


INSTITUTIONAL SNES TRIENIT 


Such “ill-tempered” dissent does not 
rule out a reasonable regard for those 
unfortunate enough to need aid through 
honest unemployment but it does re- 
sist the easy assumption that the coun- 
try should embark upon a cradle-to- 
grave round of social programs which 
cannot possibly be financed without ad- 
ditional crushing taxes or continuing 
erosion of the dollar. Protestations to 
the contrary, the country cannot spread 
this bountiful feast without paying the 
ultimate cost. 


Strictly from the practical angle, the 
outlook for large-scale anti-recession 
measures may harm more than help. 
Private business is as anxious to pro- 
mote growth and recovery as is gov- 
ernment, even if its objective is larger 
profits. If corporate management be- 
comes wary of what it can expect from 
Washington in the way of cooperation 
or the opportunity to earn an honest 
dollar, it may well be the old story of 
dragging the horse to water without 
result because capital can never be co- 
erced in a free country. 

Another dubious element in the pic- 
ture is the involvement of monetary pol- 
icy and the relationship of short and 
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long-term money rates as facets of the 
new administration’s attempts to cor. 
rect some of the alleged maladjustments 
in the economy. Chairman Martin of 
the Federal Reserve Board has agreed 
to go along, at least for the time being 
with Mr. Kennedy’s attempts to raise 
short-term rates while lowering long. 
term borrowing costs. This has led to 
a rather small commitment by the Board 
in the Government bond market, mark. 
ing a departure from its “bills only” 
policy, which turned prices up rather 
smartly. This is a return, even if in 
minimal degree, to the discredited days 
of pegged markets which terminated jn 
1951, and it is most unlikely that it 
will succeed for any appreciable period 
in supporting the long-term market un. 
less undertaken on a major scale, Peg. 
ging may well disrupt also investors’ 
decisions about other long-term place. 
ments, such as mortgages, not to forget 
its implications for foreign owners of 
dollars. 

True, nobody can be dogmatic about 
the timing or degree of recovery in busi- 
ness in advance of the fact but Mr. 
Kennedy and his advisers would per- 
haps do well to ponder the inevitable 
time lag in injecting his nostrums into 
the patient. The latter may recover 
sooner than expected and without need 
to resist, additionally, the effects of the 
strong medicine now being discussed. 


BELL STOCKHOLDINGS Top 6% 


During 1960 its third year of opera- 
tion under its liberalized investment pol- 
icy, the trustee managers of the Bell 
Telephone System’s pension retirement 
plans continued to move toward achiev- 
ing the permissive 10% participation 
of total assets in common stocks by 
purchasing some $98 million in this 
category, or slightly more than one third 
of the total 1960 increase of almost 
$286 million. Total stockholdings of 
nearly $223 million at the yearend came 
to 6.6% of the fund valuation, leaving 
a leeway of approximately $115 million 
to be used at the managers’ discretion. 

This performance is similar to that, 
of the preceding year when stock pur 
chases came to $90 million -out of 
the $275 million growth in the funds. 
At latest report date, these retirement 
plans had accumulated nearly $3.4 bil- 
lion to care for the later needs of 
736,000 Bell System employees, by far 
the largest corporate retirement system 
in the nation, both in dollar total and 
number of beneficiaries. 

Information on stock diversification 
has not been made available but the 
bond classifications tend to remain al 
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most unchanged from one year to an- 
other, although the large annual -incre- 
ments result in mounting totals in each 
category. Government holdings . contin- 
yed to decline during 1960 by nearly 
$80 million, which brings the five year 
total decrease to around $200: million. 
The current bond breakdown is as fol- 
lows: public utilities 33.3% ; industrials 
22.1%; telephone 20.2%; railroads 
08%; and miscellaneous 14.8%. 

It is reported that some of the region- 
al members of the System have in re- 
cent years turned over management of 
their respective investment portfolios to 
trust institutions in their areas of opera- 
tion, whereas the Bankers Trust Co. of 
New York was originally in charge of 
the entire operation from its inception 
in the mid-30s. 


COLLEGE ENDOWMENTS SHOW 
Mopest DECLINE IN EQUITIES 


Common stocks continue as the main- 
stay of college and university endow- 
ment funds, according to a compilation 
of the portfolios of 64 such institutions 
at the close of the June 1960 fiscal year, 
ranging from Harvard University’s 
mammoth $625 million which leads its 





40 LARGEST ENDOWMENTS 
END OF 1960 FISCAL YEAR 


(millions ) 

f Amherst College —. $ 64,552 
Bowdoin College == Ss 28,75 
Brown University _.... Ss 42,872 
Buffalo, Univ. of _...................... 31,979 
California Tech. 80,913 
California, Univ. of _...__..___... 129,729 
Carnegie Tech. _... ss SCté«éS 7,04 
_ eee . wets 
Chicago, Univ. of __ _..------------ 189,680 
Cornell University _..._____-... 126,489 
Dartmouth College S71, 797 
Emory University Ss 50,095 
Havard University _._______._. 625,102 
Johns Hopkins University 114,358 
Lafayette College 23,180 
Lehigh University _.....S-25,830 
Massachusetts Tech. 193,409 
McGill University 75,387 
Michigan, —et SRR 
Minnesota, Univ. of _.. 20,287 
Northwestern University __ 161,111 
Oberlin College 59,014 
Ohio State University = = 24,489 
Pennsylvania, Univ. of _.___ 97,445 
Pittsburgh, Univ, of 51,878 
Princeton University 167,221 
William M. Rice University ___ 88,488 
Rochester Tech. Ss 28,046 
Rutgers University 35 24,382 
Smith College == = 34,047 
Swarthmore RARE ae ee 24,788 
Tufts University 21,593 
Tulane University 3 46,825 
Vanderbilt University _ 73,433 
pee Celiege 42,779 
Virginia, Univ. of _ «44,968 
Washington University 88,834 
Wellesley College 57,936 
illiams College ss tC*«é8'G TZ. 
ale University == 312,679 
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nearest rival, Yale University, with 
$312 million, down to a low of $5 mil- 
lion. This is the latest in a series of an- 
nual surveys on this subject prepared 
by the Boston Fund, an _ investment 
company under the sponsorship of 
Vance, Sanders & Co. of Boston. 

With marketable securities valued at 
the market and income-producing real 
estate and mortgages at book value, 
total assets of these 64 funds came to the 
appreciable figure of $3.8 billion, of 
which 53.6%, on average, was in equi- 
ties and 33.4% in bonds. The real 
estate-mortgage portion of 6.9% repre- 
sented $263 million, $96 million of 
which was in long-term net leases, $50 
million in operated properties and $96 
million in mortgages. These figures are 
exclusive of college plant investment. 

The element of flexibility in port- 
folio composition is reflected in the fact 
that 56 funds reported a smaller equity 
percentage than in the previous year 
and, although with few exceptions the 
reduction was nominal, somewhere in 
the 5%-6% area, at least two insti- 
tutions cut back quite sharply on their 
stock positions by 14% and 16%, re- 
spectively. Of the eight advances, the 
three largest were around the 3% mark, 
with the remaining changes fractional, 
indicating a decided majority prefer- 
ence for the higher yields with reduced 
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risk available in fixed-income media 

As might be expected, 27 portfolios 
fell into the “average” range with be- 
tween 50% and 60% of total assets in 
common stocks, and 20 in the 40%- 
50% bracket. Seven funds held between 
60% and 70%, five were in the 70%- 
80% class, with the top figure of 80.5% 
reported by Ohio State which held 
98.5°% at the 1959 report date. 

The survey, in examining the diversi- 
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Bank Stocks 


Our analysis of the 1960 year-end reports of a group 
of outstanding banks is completed and now available. 


A copy will be sent free upon request. 


We deal actively in bank shares and are prepared to 


buy or sell in large or small blocks at net prices. 


BLYTH & Co., INC. 


NEW YORK ¢ SAN FRANCISCO ¢ CHICAGO « LOS ANGELES © SEATTLE ¢ 
BOSTON © PHILADELPHIA © PITTSBURGH ¢ CLEVELAND © LOUISVILLE ¢ INDIANAPOLIS 


SAN DIEGO 


PORTLAND 


OAKLAND © EUREKA ¢ 


SACRAMENTO 
e SAN JOSE e 


PRESNO © OXNARD 
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LARGEST COMMON STOCK 
HOLDINGS OF 59 FUNDS 

Held Market 

By Value 
Colleges (Millions ) 

Standard Oil (N.J.) 41 $55.5 
i = ae 53.1 
General Electric _. 33 39.4 
Eastman Kodak ____.. 19 37.7 
Daront _............ - 19 34.6 
wexsco COG 31.0 
Amer. Tel. & Tel.. 34 Sid 
Christiana Secur. — 10 22.5 
General Motors __. 21 2ht 
Standard Oil of Cal. 9 13.4 











fication of common stocks in 14 repre- 
sentative funds with a total value of 
nearly $1.4 billion, found the largest in- 
dustrial holdings in the petroleum 
group, headed by Standard Oil (N.J.), 
Texaco, Gulf, Standard Oil of Cali- 
fornia, and Socony Mobil. Leading the 
financial group were First National City 
Bank of New York and Bankers Trust 
Co.; Insurance Co. of North America 
and Hartford Fire in insurance and 
Atchison, Topeka & Santa Fe and Union 
Pacific in the rails. The public utilities 
were headed by Middle South Utilities, 
Commonwealth Edison, American Elec- 
tric Power, Central & South West, Texas 
Utilities and Virginia Electric. The ten 
largest holdings of 59 endowment port- 
folios and total market values of each 
stock appear in the box above. 


MEMOS 
(Continued from page 198) 


seasonal pickup late in 1960, but they 
were very close to their highs at the 
end of the year and total earning assets 
had expanded about 7%. While interest 
rates on business loans are lower, the 
increase in earning assets is a substan- 
tial offset to reduced loan income. 
Over the long period, bank stocks 
should afford the investor a stable vehi- 
cle with a fair return and excellent pros- 
pects of moderate steady growth. 
IRENE J. ROBERTS 
BLYTH & CO., INC. 


A A A 


Boom in Pension Reserves 


The assets and reserves of all private 
and public retirement funds, including 
the OASI Trust Fund, increased by $6.4 
billion during 1959 to a total of $96 
billion, two and a half times the com- 
parable 1950 figure. 


Of the 29.2 million persons in the 
United States covered by retirement 
programs other than Old-Age, Survivors, 
and Disability Insurance, 21.7 million 
are members of private programs and 
7.5 million are covered by public pen- 





sion plans, At present 45% of all em. 
ployees in private non-agricultural es. 
tablishments, and 75% of government 
workers are covered by these retirement 
plans, according to the Institute of Life 
Insurance. In 1940 less than 20% of 
private non-farm workers and less than 
50% of Federal State and local gover. 
ment workers had the benefit of sych 
retirement programs. 


Figure in the following table were 
assembled by the Institute. 


DATA ON MAJOR PENSION AND 
RETIREMENT PROGRAMS IN 
UNITED STATES 


Assets and Reserves 


(in millions) 


1950 1955 1959 
Private Retirement 
Funds Insured 
Pension Reserves. $ 5,575 $11,250 $17,500 
Non-Insured __.. 6,100 15,300 27,20 
Government Retire- 
ment Funds; Rail- 
road Retirement - 2553 3,905 3,690 
Federal Civilian 
Employees _._._.. 4,343 6,690 9,835 
State and Local 
Employees 5,154 10,604 *17,20 
Old-Age and Sur- 
vivors Insurance — 13,721 21,663 20,141 


*Estimated 
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HIGHLIGHTS FROM 
THE 1960 ANNUAL REPORT 


% 
1959 1960 Progress 


Net Income... . . $ 33,429,785 $ 38,457,309 15.0 
Earnings Per Share . 
Gross Revenues... 267,079,076 279,000,601 4.5 
Expenses. ..... 


2.34 2.68 145 


220,375,276 227,062,732 3.0 


Advanced planning, sound development and 
the efficiency of employes, combined with 
careful control of all expenses, are the key 
factors that have made possible the success- 
ful operation and financial progress of Detroit 
Edison through the years. 








Detroit Edison now has more than 4 million 
kilowatts of electricity serving over 4 million 
industrious people in Michigan. 











For a copy of the 1960 Annual Report, write 
to the Treasurer. 


THE DETROIT EDISON COMPANY 
Detroit 26, Michigan 
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” = = COMMERCIAL CREDIT 
Life ° | 
* 
» of & 
its : COMPANY AND SUBSIDIARIES 
e 
' a 
i. ° In three primary areas—Finance, Insurance, Manufacturing—Commercial Credit 
- . subsidiaries provide a wide variety of services and products that contribute to 
© ° the growth of American business and the well-being of American families . . . 
were oe : 
4q R\ e 
nla : CAPITAL FUNDS OVER $250,000,000 
ee eee eee e ee eee cece ee ee eee Cee eee eeeeeeeee eens eeees seen eeee seen eee eeeeeeeeeneeeeseeeeeeooeoeeees 
iD e 
: HIGHLIGHTS FROM FIVE YEARS OF GROWTH 
E e 
mean ° 1960 1955 
a : 
Wholesale Financing © GROSS INCOME...w...cnnnnnna $ 216 549 607 $ 145 235 738 
instalment Financin e 
' <a ni 2 “NET INCOME: 
939 Business _— : Net income before interest and discount chargeS...................cssssssseesssses $ 126 264151 $ 79 119 292 
Equipment Financing ; Interest and discount charges..........c.c0 71 868 626 24 922 052 
7,500 and Leasing ; : Net income from current operations, before taxe@S.............c..c.ccescsseeseee $ 54395525 $ 54 197 240 
7.20) Fleet Lease Financing ° United States and Canadian income taxeS.......-..0cnmeneeeen 25 524 179 28 012 310 
Rediscounting : Net income credited to earned SUTPIUS...0.............s..cccccssssessseccssssseceseeeessens $ 28871346 $ 26 184 930 
3,60 Personal Loans : Net income per share OM COMMOM StOCK..........cc.ccccccccccccccccssssssssscsssssssssesee $5 66 $5 22 
9.835 Factoring : Common shares outstanding at end of period........ 5 100 329 5 015 516 
i] 
17.200 : RESERVES: 
° BPREIPTS THOT, IID GOIN GND occu csccssccssscecessncecsosnsessnnscsoseccsbacs $ 22777051 $ 16 385 073 
0141 INSURANCE > ; 
’ : . Unearned income on instalment receivables....................cssessseecsssessseeceseeess 115 503 148 63 488 898 
Automobile mone ; Unearned premiums—Insurance CompamieS....................::-csecsssesssesesseessseeees 34 352 457 37 647 870 
a Commercial Credit Insurance = Available for credit to future operations... $ 172632656 $ 117 521 841 
Health and Accident : Operations shown separately are, briefly: 
Insurance ° 
e . 
Credit Life Insurance : FINANCE COMPANIES: 
° Re Tema 5a: schcestnsckacsisss Secsdedake pooaiela soncisbssccbasersich $4 287 919 187 $3 677 241 749 
: Receivables outstanding December 31 
MANUFACTURING $ Automobile retail and wholesale...........ccssssssssssssesssmnnennsnnnsneeenee $ 902 464966 $ 904 105 274 
Pork Products ° Mobile home, appliance and other retail and wholesale..............0......00.... 213 530 153 136 917 238 
Metal Products ° Farm aman RTIN LAIN TROURRING: sssscssuscincesussscesonscsooncesessscassncotic 250 734 096 
, 4 Machi ° IRD TRO ay Cee OPEN DE US ree eR ReDIF OU IRE 163 280 198 71 571 058 
my hes ‘ag . Business Loans—accounts receivable............cssscssssssssseeesuusnseneeeenee 106 264 501 €9 701 102 
Mall S : ES Caen ae eo nae A CRT ede 47 005 211 
se hag and . Industrial equipment...........c:nsn-snsnnnsnmnnnnnnnnnnnne 58 915 430 9 606 561 
Metal Specialti e > MP cite insistence 158 863 082 51 186 065 
——— ° $1 901 057 637 $1 243 087 298 
0 and Ball Bearing : Sundry (principally unclassified iteMs)....cuoesnennon 6 002 646 4 458 537 
’ sau ° ROE ce a ReneS RT Ne ne oe ‘$1 907 060 283 $1 247 545 835 
achine Tools ° 
y Toy Specialti 2 Net income of Finance Companies... ......cccseecssccccssssseeesescensenseeeees $ 16704890 $ 15 628 251 
‘ oy Specialties ° 
: Seigiatdes : INSURANCE COMPANIES: 
a , ° Written premiums, prior to reimsurance..................ceccecssesscsesseeesiecssessseesseees $ 40857351 $ 47 056 317 
Printing Machinery : OS RR 38 581 860 38 663 845 
n Valves ° Net income (including Cavalier Life 
. . NN 5s che sca cies ences acne ons staan edednnncetianencllas 9 788 774 5 877 336 
| & 
° ‘ MANUFACTURING COMPANIES: 
4 I is aiast Alte cag dats denarii ence conad ena aaa $ 129 200097 $ 117 992 005 
le : EE CE Tee Nene Rep Sew 2 377 682 4 679 343 
* 
Y : Copies of our 49th Annual Report available upon request. 
e 
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Write: Commercial Crédit Company, Baltimore 2, Maryland 
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They can help you keep the business 
down on the farm. Getting facts at the source, the 


Harris keeps up to date on the changing farm economy. This is 


one way we help our correspondents. How can we help you? 


HARRIS =zBANK 


Organized as N. W. Harris & Co. 1882—Incorporated 1907— Member Federal Reserve System... Federal Deposit Insurance Corporation ———_T- 
111 WEST MONROE STREET—CHICAGO 90 
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HE EMINENT MEDICO, Dr. HowaRpD 

A. Rusk, director of the Institute of 
Physical Medicine and Rehabilitation at 
New York University, pointed out that 
there was great economic waste and dis- 
sipation of practical wisdom in auto- 
matic compulsory retirement at age 65. 
In employment, the doctor suggested 
that age be deemed a physiological con- 
dition rather than a chronological fact, 
and that while retirement is a benefit 
to some, it means death to others. 

“Any country which has learned how 
to split the atom,” he declared, “could 
work out a formula to enable us to study 
the individual and what he could best 
do — retire, change to or train for a 
new occupation, or continue in his job.” 
Even in interludes of business reces- 
sion, there is a long-term dearth of tal- 
ent among qualified trust officers in the 
fast-growing fiduciary institutions. In 
most situations, such expert manpower 
is being spread too thinly over too many 
clients. 

Here indeed is one highly specialized 
vocation in which wisdom and experi- 
ence are precious assets. With the wider 
diffusion of wealth and the tendency of 
senior citizens to constitute a larger 
slice of the total population, the need 
for fiduciary services has been expand- 
ing rapidly. Once the full impact of the 
enlarging merchandising opportunity is 
grasped, managing directors with fore- 
sight will take appropriate steps to im- 
prove both the quality and quantity of 
manpower engaged in fiduciary func- 
tons. 

Legal bonds, mortgages, stocks and 
Tunning businesses are at best tools to 
work with — not the end result of trust 
management of other people’s affairs. 
he true goal is to carry out instructions 
to help trust beneficiaries meet their hu- 
man as well as financial problems. In 
light of the scarce supply of such spe- 
cialized knowledge and insight in rela- 
tion to the expanding potential demand, 
itis double hardship arbitrarily to term- 
ate employment of those who are 
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ECONOMIC TIDES BENEATH THE MARKET... . 


MERRYLE STANLEY RUKEYSER 


OUR TWO MOST NEGLECTED NATURAL RESOURCES 


ready, willing and able to carry on 
effectively. 

It is unscientific to assume that, with- 
out regard to individual biological dif- 
ferences, men and women are thorough- 
ly qualified to hold posts of responsibil- 
ity until the day of their sixty-fifth birth- 
day — and then they automatically and 
forthwith become unfit. Some are senile 
at 40, and others are so greatly phys- 
ically impaired at 50 that they are un- 
able to bear a full work load. On the 
other hand, octogenarians, such as 
Chancellor Adenauer, Winston Church- 
ill, Bernard M. Baruch, Herbert C. 
Hoover and many others are still intel- 
lectually vigorous and creative. 


An Intermediate Stage 


In such a key job as trust officer, 
there should be an intermediate period 
between full time work and termination 
of employment. Creative management 
could experiment not only with shorter 
days for senior employees, but also with 
vastly extended vacations and sabbati- 
cals. Qualified veterans could be used 
for projects, such as to seek better meth- 
ods through comparative studies of in- 
vestment and fiduciary practices in ad- 


- vanced foreign countries and in other 


communities within the United States. 

This is no plea for diluting efficiency 
through sentimental desire to subsidize 
employees who may have passed their 
peak. On the contrary, what I am pro- 
posing relates only to the selected senior 
employees who objectively give evidence 
of continuing fitness. 

It seems to me desirable as an admin- 
istrative procedure to assume that em- 
ployees will retire at 65. This obviates 
any embarrassment — and there should 
be flexibility so that management can 
suggest even earlier retirement for those 
of impaired physical, mental or emo- 
tional health. 

But it seems to me that the sub- 
joined three tests should be faced to 
determine whether a particular officer 
or employee should be retained after 65: 





1. The employee should voluntarily 
make application to be authorized to 
continue on the job after 65, and sub- 
mit medical evidence of physical, mental 
and emotional fitness. 

2. The lengthened span of employ- 
ment should be contingent on a recom- 
mendation from the individual’s super- 
visor or department head that the per- 
son’s retention is in the employer’s in- 
terest. 

3. The exception should be also ap- 
proved by the chief executive officer and 
ratified by the board of directors. 

The foregoing procedure would sift 
the deadwood from the knowledgeable 
and productive senior employees. Gen- 
eral Motors, during the national short- 
age of engineers, waived the 65 year 
rule in the case of desirable employees 
with engineering training. 

A T & T, which pioneered in volun- 
tary retirement plans, automatically ap- 
plies the rule of retirement at 65, and 
telephone enterprises from Latin Amer- 
ica and elsewhere stand in line waiting 
to bid for the services of retired Bell 
System specialists. 

But in trust service, there is some- 
thing uniquely in favor of lengthening 
the period of service of fatherly and 
understanding personalities, who are 
gifted in bringing comfort and compe- 
tent counsel to the beneficiaries. Cer- 
tainly vigorous older specialists are es- 
pecially valuable in training and advis- 
ing younger associates. On the other 
hand, the misfits should be weeded out 
long before the automatic retirement 
age. 


A Single Tax Collection Agency 


Bankers, whose forte is money man- 
agement, have a special obligation to 
clarify for the public how the augmented 
use of the political tool of “federal aid” 
is subtly changing the American con- 
cept of a government of checks and bal- 
ances. The $5.6 billion school-aid bill, 
following the proposal of medical aid 
for the aged, creates a pattern for 
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further aggrandisement of the Federal 
Government, with relative downgrading 
of the states and localities. 

The forecast deficit of $1 billion for 
the coming fiscal year should dramatic- 
ally remind the public that, with its 
huge public debt, the Federal purse is 
empty save for what can be taken in 
taxes or borrowed. The only advantage 
that the Federal Government has lies in 
its preemption of most of the modern 
and productive forms of taxation, such 
as the personal and corporate income 
tax. In most states, there is the eco- 
nomic waste of duplicate collection of 
the same type of impost, including both 
the income tax and death duties. The 
Federal Government, as the giver of aid, 
also takes out a whopping .commission 
for ‘overhead’. In the spirit of Robin 











TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


February 21, 1961 


A quarterly dividend of 
thirty-five cents per share 
was declared payable March 
24, 1961, to stockholders of 
record at the close of business 
March 9, 1961. 


Joun G. GreenBurcH, 
61 Broadway Treasurer 
New York 6, N. Y. 























Public Service Electric 
and Gas Company 


NEWARK.N. J. 




















QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared the following dividends 
for the quarter ending March 





31, 1961: 
Class of Dividend 
Stock Per Share 
Cumulative Preferred 
4.08% Series . . . . $1.02 
4.18% Series 1.045 
4.30% Series 1.075 
5.05% Series 1.2625 
5.28% Series 1.32 
$1.40 Dividend 
Preference Common . .35 
a -50 


All dividends are payable on or 
before March 30, 1961 to stock- 
holders of record March 2, 1961. 


J. IRVING KIBBE 
Secretary 
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Hood economics it uses its power to 
return to wealthy states a smaller ratio 
of the tax “take” than in the case of 
more backward areas, robbing Peter to 
pay Paul. 

Former Mayor Nestingen of Madison, 
Wis., the new Under Secretary of 
Health, Education and Welfare, in a 
recent speech before the National In- 
dustrial Conference Board, hinted at 
the constitutional and political implica- 
tions of the new fiscal policy: “The 
question is: Why is it that on questions 
of education, on matters relating to so- 
cial security or aid to people in the 
field of welfare, or in the field of health 

. we have to centralize everything 
in a national administration, and wheth- 
er or not we cannot take care of it at 
a state or local level. 

“ .... If we do not find a positive 
program coming from the Federal Gov- 
ernment on these matters that are of 
concern, you won't have the action that 
is going to be needed to meet these prob- 


lems in the years ahead. . . . First of 


all, states and local units of government, 
on planes of varying degrees, don’t have 
the financial wherewithal to provide for 
these needs. They do not have the tax- 
ing authority that is found in the Fed- 
eral Government, and they are not able 
to meet these needs at a local or state 
level in good part... .” 

Meanwhile, the so-called “conserva- 
tives” have been futilely waging a rear- 
guard, negative battle to slow down the 
advent of the “welfare state.” While 
thus preoccupied, they have ignored the 
concurrent problem of gradually alter- 
ing the constitutional setup and down- 
grading state and local authority. There 
is a missing link in the reaction of 
prudent men toward an expanding na- 


tional issue. This link is a thorough- . 


going fiscal reform. 

There has been too much dragging 
of heels in this technical area. Early in 
the century at the first meeting of the 
National Tax Association, the late 
E.R.A. Seligman, Columbia University 
economist, and others, admonished that 
education would suffer because the 
schools were tied to a relatively receding 
and partially outmoded source of reve- 
nue, namely the general property tax. 
But six decades later the situation is 
still uncorrected. 

The remedy lies in implementing the 
constitutional provision for compacts 
among the states and the Federal Gov- 
ernment, with Congressional approval. 
It would be in the national interest and 
would, reduce the cost of tax collection 
on one hand, and tax compliance on 


ee 


the other, if a new setup were created, 
A sensible scheme would be a singk 
collection agency for the modern and 
productive forms of taxation, with , 
formula agreed upon in advance for dis. 
tributing the proceeds among the Fed. 
eral Government, the states and the 
localities. 

In addition to the savings entailed, 
there would be clearer understanding 
that Uncle Sam can’t give anything to 
anybody without first taking it away 
from someone else. Secondly, this sys 
tem would stop the current economic 
misconception that “federal aid” and 
“state aid” constitute windfall or free 
money for the localities. Such confusion 
promotes extravagance, and _ weakens 
the efforts of prudent men in public life 
to insist on value received for all gov. 
ernmental expenditures, 


The Not-so-Affluent 


A strong nation is powerful when it 


ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 

Directors of Allegheny Ludlum Steel 
Corporation held today, February 

[NL 24, 1961, a dividend of fifty cents 
(50¢) per share was declared on’the 

Common Stock of the Corporation, 

payable March 31, 1961, to share- 


owners of record at the close of business on March 
10, 1961. 





S. A. McCASKEY, Jr. 
Secretary 








see ome ems (ms, cme | poems Ces (ame ct (re (Cone ee 


KENNECOTT COPPER 
CORPORATION 


161 East 42nd Street, New York,N.Y. 





| 
| 
I 
February 17, 1961 | 
At the meeting of the Board of {]' 
Directors of Kennecott Copper Cor- 1 
poration held today, a cash distri- q 
bution of $1.25 per share was de- ql 
clared, payable on March 23, | 
1961, to stockholders of record at j 
the close of business on February 
28, 1961. i 


PAUL B. JESSUP, Secretary 
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BALTIMORE GAS AND 
ELECTRIC COMPANY 


Serving one of America’s 
Great Industrial Centers 


QUARTERLY DIVIDENDS 


Dividends of $1.12'% a share on the 
42% Preferred Stock, Series B; $1.00 a 
share on the 4% Preferred Stock, Series C; 
and 25 cents a share on the Common Stock, 
have been declared for the quarter ending 
March 31, 1961, all payable April 1, 
1961, to holders of record at the close 
of business on March 15, 1961. 


J. THEODORE WOLFE, President 
Dividends paid on the Common Stock continvously 


for more than half a century —always 
earned —never reduced. 
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lives wil! n its means, and when it is 
cost con: ious. Like a great bridge, it 
will long endure only if the loads put 
on it are well within the capacity pre- 
cisely dei. rmined by engineers. 

The naive assume that the rich face 
no risks and can thumb their noses at 
the princ:ples of economics. But the 
sophisticaied know that the most emi- 
nent banker of Northern California, 
once reputed to have a net worth of 
$50,000,000, went into personal bank- 
ruptcy. Likewise during the depression 
of the Nineteen Thirties the most dis- 
tinguished banking house in Wall Street 
revealed at a Senate hearing that its 
bond portfolio had shrunken in market 
valuation by 40%. Following World 
War I, the biggest merchandising com- 
pany in the world faced serious money 
problems. The chief stockholder donated 
stock in order to reduce liabilities, and 
he announced to the world his belief 
that the troubles were ephemeral by 
reserving the right to buy back the do- 
nated stock at a much higher price than 
was quoted when the gift was made. His 
confidence was well justified by future 
developments, and the cynics, who ques- 
tioned the man’s sincerity, lived to re- 
gret their lack of faith. 

The growing competition from indus- 
trial countries in the free world, which, 
with Marshall Plan and other U. S. aid 
have developed a thoroughly modern 
plant, complicates our ability to retain 
our share of export and even home mar- 
kets. Instead of being complacent over 
our “affluent society” and other re- 
nowned efficiency, the realities call for 
vast investment in new tooling and im- 
proved technology, with automation to 
help reduce unit costs while retaining 
American wage rates. In the circum- 
stances, there seems to be a cultural lag 
in the thinking of J. Kenneth Galbraith 
and some of his fellow savants at 
Harvard. 

The whole picture would be improved 
by labor tranquillity, instead of height- 
ened class warfare. Already Secretary 
of Labor Arthur Goldberg has made a 
pitch for better cooperation between 
management and the unions, with a 
blueprint for an advisory council. Presi- 
dent Kennedy indicated that he meant 
business in asking the advisers to con- 
sider price-wage problems. It will be a 
test of real statesmanship to see whether 
President Kennedy and Mr. Goldberg, 
as known friends of the union, can lead 
them to prudent economic principles. 

Meantime, on both sides of the col- 
lective bargaining table, there should 
be a realistic grasp of the extent to 
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Cities Service 
COMPANY 
Dividend Notice 





The Board of Directors of Cities Service Company declared 
a quarterly dividend of sixty cents ($.60) per share on its 
Common Stock, payable March 15, 1961, to stockholders of 
record at the close of business February 27, 1961. 


February 17, 1961. FRANKLIN K. FOSTER, Secretary 











DIVIDEND NOTICE 
MIDDLE SOUTH UTILITIES, INC. 


The Board of Directors has this day de- 
clared a dividend of 26'2¢ per share on 
the Common Stock, payable April 1, 
1961, to stockholders of record at the 
close of business March 9, 1961. 
D. J. WINFIELD : 
February 24, 1961 Treasurer Tae 


SERVING THE MIDDLE SOUTH 
Arkansas Power & Light Company 
Louisiana Power & Light Company 
Utility service by tax-paying, Mississippi Power & Light Company 


publicly-regulated i e Cr 
made this dividend pessible. New Orleans Public Service Inc. 

















A Leullad Company 

















KING SIZE ClGARETTES 





DIVIDEND NOTICE 


Regular quarteriy dividend of $1.75 per share on the Preferred 
Stock and regular quarterly dividend of $.55 per share on the 
outstanding Common Stock of P. Lorillard Company have been 
declared payable April 1, 1961, to stockholders of record at the 
close of business March 3,.1961. Checks will be mailed. 


G. O. DAVIES, Treasurer 


New York, February 15, 1961 








. With A Fi-— Through Lovilhend research 


Cigarettes 

OLD GOLD STRAIGHTS KENT NEWPORT SPRING 
Regular Regular King Size King Size 
King Size King Size Crush-Proof Box 

OLD GOLD FILTERS Crush-Proof Box EMBASSY 
King Size King Size 
Smoking Little Chewing Turkish 
Tobaccos Cigars T obaccos Cigarettes 
BRIGGS BETWEEN BEECH-NUT MURAD 
UNION LEADER THE ACTS BAGPIPE HELMAR 
FRIENDS HAVANA 
INDIA HOUSE MADISON BLOSSOM 
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which lower labor costs overseas have 
resulted in exporting jobs. American 
companies have been making large di- 
rect investments in foreign plant and 
equipment — at a rate two and a half 
times greater than a decade ago. The 
unions will enter a blind alley if they 
use their government-created fiat power 
to force agreements which will dim 
prospects for a high level of employ- 
ment. Instead of collective bargaining, 
the national need is for collective con- 
sultation and effort. Working for, in- 
stead of against each other, U. S. ‘Capi- 
tal’ and ‘Labor’ can still outproduce any 
challenger. Such teamwork would be our 
greatest Natural Resource. 


AAA 


INNOVATION FRONTIER 
(Continued from page 196) 


coupling between basic science and en- 
gineering with a recognition of their 
marked differences, and more sophisti- 
cated methods on the part of industrial 
management. 

For example, one of the rarest and 
most urgently needed types of technical 
management talent is that which compre- 
hends the whole array of requirements, 
both human and technological, which 
enter into the building of great engi- 
neering systems — a new power plant, 


a data processing system, a nuclear sub- 
marine, a satellite communication net- 
work. 

There are too few engineer-managers 
in the world today who have this mast- 
ery of systems development. When in- 
dustry has failures in meeting perform- 
ance requirements, or schedules, or 
budgets for intricate products, we can 
usually trace them to weakness in this 
kind of engineering management. As 
technology grows more complex and as 
the rate of technological obsolescence 
quickens, this kind of engineer-manager 
will occupy a still more crucial position. 


Productivity and “Old” Industries 


Our productivity increases have tend- 
ed to be limited to a few science-based 
industries — such as electrical, chemi- 
cal, aerospace, and pharmaceutical. 
These industries attract the best techni- 
cal talent, while those industries which 
are technologically less glamorous and 
most need to increase their productivity 
don’t attract enough of the exception- 
ally able scientists and engineers who 
can upgrade their productivity. The in- 
dustries responsible for 85 per cent of 
our Gross National Product account for 
only 15 per cent of the expenditures for 
research and development. If we could 
reduce through technological advance 
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An Independent, Fully Diversified, Closed-End Investment Trust 


MADISON FUND, INC. 


Reisy FORMERLY THE PENNROAD CORPORATION 


For fiscal year ended December 31, 1960 
AVAILABLE ON REQUEST 


1462 DELAWARE TRUST BUILDING 
= WILMINGTON, DELAWARE 


ANNUAL REPORT 
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the average of our industrial plant from 
let us say, 17 to 14 years, we might up 
our growth rate by the per cent or two 
the politicians so glibly talk about. To 
do so will certainly require deliberate 
action in these less glamorous industries, 

Some of the great and spectacular 
achievements of recent years, including 
many in space and atomic energy, which 
appear as scientific achievements to the 
popular mind, actually are engineering, 
The misapprehension has reached the 
point where enrollments in our engineer. 
ing schools are dropping, while the 
number of pure science students is rap- 
idly increasing, especially in physics, 
Each profession gains from the achieve. 
ments of the other, and both are essen. 
tial to industry. 

As two recent reports on education of 
the President’s Science Advisory Com. 
mittee have proclaimed, we need to 
double the national capacity for gradu. 
ate study in science and engineering: 
“American science in the next genera. 
tion must, quite literally, double and 
redouble in size and strength.” Marked 
changes in engineering education are 
impending — are, in fact, imperative, 
A close relationship and understanding 
between education and industry, with 
each stimulating the other, is important 
to the maintenance of a flourishing 
technology. 

Our native resources of technology 
and management, each abetting the 
other, enable American capitalism to 
confound its detractors and enemies and 
to adapt itself in the most remarkable 
way to fulfilling the changing needs of 
all of our people and to make itself not 
the monopoly of the few but the servant 
and prodigal provider for all. 

Financial management and _ technol: 
ogy, working in harness, face an array 
of challenges beyond those directly con 
cerned with our economy and have im 
mense responsibilities to serve the hu- 
man needs of our people. To keep ou! 
environment humane, to make our high 
ways and airways safe, to reconstruc 
our cities where they have become 
blighted or strangled, to provide ade 
quately for 50 or. more million addition 
al people in the next twenty years, ad 
at the ‘same time to provide us with 4 
strength to deter war and keep the pea? 
— here are immense national tasks 0 
the highest priority. 

AAA 
e Mrs. Gladys R. Nisbett has been 
chosen “Bank Woman of the Month” fo 
March by the National Association 
Bank Women. She is president of First 
State Bank of Dumas, Tex. 
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Trustmen Again Fail 
To Appreciate Value 
of Investment Companies 


As the Panel on Problems of Small 
and Medium Trust Departments at 
the Mid-Winter Trust Conference* last 
month progressed, .one was almost 
forced to conclude that the words 
“mutual fund” and “investment com- 
pany” were forbidden terms. In several 
instances, it seemed that the inclusion 
of these institutions as possible solutions 
for an investment dilemma was _in- 
escapable, yet there was no suggestion 
of their adaptability. One year ago this 
column also noted a negative attitude 
toward the funds by the trustmen, but 
at least one heard some discussion dur- 
ing the panel of their potentials as in- 
vestment vehicles. 

Yet, this year’s panel did: unwittingly 
offer several reasons for their use. First 
of all, it was emphasized that with the 
increasing trend to common stock in- 
vestment, a full time investment man 
was almost a minimum requirement. 
However, many departments feel they 
cannot afford such a specialist. As a 
substitute, one might make use of the 
facilities of his correspondent bank, in- 
vestment services or investment counsel. 
Because many investment services are 
inclined to make general recommenda- 
tions as to growth or income stocks 


rather than as to specifics, preference ap- 


*See p. 239 this issue. 
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peared to be weighted in favor of in- 
vestment counsel. The amazing thing 
here —. despite the banks’ aversion to 
mutuals — is that several investment 
counsel who serve trust departments also 
sponsor their own mutual funds. In fact, 
the writer has observed the portfolio of 
a discretionary common trust fund man- 
aged by an investment counsel firm 
which was strikingly similar to the hold- 
ings of the mutual fund supervised by 
the very same organization. 

Even when the bank has its own dis- 
cretionary common trust fund, or an 
all-stock fund, the panel pointed out 
that objectives of the small trust may 
not be met. Basically, the common 
stocks in such funds are of a defensive 
type and not suitable, for example, to 
the requirements of an aggressive rich 
young business man. So the panel sug- 
gested individual securities for such an 
account in the very type of portfolio 
that needs the protection of diversifica- 
tion. Similarly, the panel members 
missed a good bet on the mutuals in 
their discussion of the “acorn trust” — 
in which the successful young man with 
a rich father sets up trusts for his chil- 
dren. Here a lower fee was primarily 
under discussion. Would not such a re- 
duced charge be a natural with the mini- 
mum of detail required by periodic 
investment in a mutual along with the 
very special advantage of growth tail- 
ored to the settlor’s objectives? Exam- 
ples such as these would appear to in- 
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EATON & HOWARD 
STOCK FUND 
Investing primarily in selected common 
stocks for possible growth of 
principal and income 


Prospectus available from your Investment 
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vite more open-mindedness by trust peo. 
ple in considering the benefits of 
mutuals with a concomitent awareness 
of the several different types of invest. 
ment companies available to fill their 
investment requirements. 


Prudential Files 
Application with 
S.E.C. to Sell Variables 


The Prudential Insurance Co. has filed 
an application with the S.E.C. request. 
ing permission to sell its variable an- 
nuities, which have cleared all legal 
hurdles in its state of domicile, New 
Jersey. As stated in these columns a 
year ago (March ’60, p. 254), when the 
Commission approved exemptions from 
the Investment Company Act of 1940 
for VALIC and EALIC — stock companies 
primarily engaged in the business of 
writing variable contracts — applicabil- 
ity to a mutual company writing for 
the most part conventional policies was 
not clear. Accordingly, in the first in- 
stance of its application, Pru claims 
that it is not subject to registration un- 
der the Act, citing specifically the in- 
surance company exemption (Sec. 3- 
(c)(3)) and the definition of such com- 
pany as one engaged primarily in the 
insurance business subject to the regu- 
lation of the insurance commission of 
a State (Sec. 2(a)(17)). 

However, if this position is not sus- 
tained, in the alternative, Pru will avoid 
protracted litigation by registering the 
variable fund under the 1940 Act. In 
the application, the:insurance company 
has detailed certain:-conditions which 
would make such registration agreeable. 


It will not change the corporate struc: ° 


ture of the company or alter substan- 
tially the form of the contract as set up 
and approved by the New Jersey regu: 
latory authorities!” For example, _ the 
votes of the variable holders would be 
lumped with those of other Pru policy 
holders when electing directors. Pro- 
visions incorporated in vaLic and 
EALIC contracts,...allowing for with- 
drawals during the, pay-in period with- 
are umac- 
ceptable to Pru. New Jersey authorities, 
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realizing ‘he essential long-term ele- 
ments of ‘he contract and fearful of 
speculatic authorized withdrawals in 
96 varia!) monthly payments. 

The ods are heavy that Pru will be 
compelled io register the variable sec- 
tor of its assets, but its position is that 
in no everi will it register its company 
as a whol. Public hearing on the ap- 


plication | ill be held. 
Lazard Fund Agrees 
On Manazement Fee Cut 


A stipulation of settlement and com- 
promise was approved by Judge Joseph 
A. Gavagan of the New York County 
Supreme Court on March Ist in settle- 
ment of a derivative suit filed last sum- 
mer in behalf of stockholders of the 
Lazard Fund against Lazard Freres and 
Co., managers of the investment com- 
pany. The complaint had alleged that 
the investment advisory fee paid by the 
fund to the banking firm — a straight 
4 of 1% of average assets per annum 
— was unfair and that the contract un- 
der which it was paid “was not the re- 
sult of arm’s-length bargaining.” 

While denying the material allega- 
tions and noting that the advisory con- 
tract had been approved by share- 
holders, the defendants are consenting 
to the compromise to avoid protracted 
litigation. In substance, Lazard Freres 
agreed to enter into a new advisory con- 
tract with the Fund providing for a 
sliding scale of fees, commencing on 
March 5, 1961. Subject to shareholder 
approval, the Fund will pay % of 1% 
per annum on the first $100 million of 
average daily net assets, 3g of 1% 
on the next $50 million, and 14 of 1% 
on the amount of average daily net as- 
sets in excess of $150. Lazard Fund’s 
assets approximated $125 million at 
the year-end. The defendants will also 
pay expenses of $50,000 to the plaintiff. 

Lazard Fund was initially offered to 
the public in July of 1958. While its 
stock is redeemable at asset value less 
1% on demand, it does not make a 
continuous offering of its shares to the 
public as the conventional mutual. At 
the end of 1960 its ten largest holdings, 
accounting for $40 million of total as- 
sels, were Georgia-Pacific, Bestwall 
Gypsum, Royal Dutch, Philips Lamps, 
International Nickel, Gulf Oil, Olin 


Mathieson, Goodrich, Jones & Laughlin, 
and 1.B.M. 


New York Capital Fund Offers 


hares on Continuous Basis 


Another Canadian domiciled mutual 
as recently decided to make its shares 
available to the public on a continuous 
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basis without charging any acquisition 
cost. Last year Scudder Fund of Canada 
decided to use the same procedure after 
having had a try at the more conven- 
tional type of mutual distribution 
through dealers. Now, New York Capi- 
tal Fund of Canada, Ltd., is doing the 
same thing, the only difference being 
that formerly the latter was in effect 
closed to increased capitalization, new 
shares being available only in the over- 
the-counter market. However, shares 
have been fully redeemable at asset value 
from the fund’s inception. 

Carl M. Loeb, Rhoades and Co. will 
be sole distributor. The investment ad- 
visor to the Fund is New York Capital 
Management Co., Ltd., formed by the 
Empire Trust Co., the Rhoades firm 
and Stein Roe and Farnham. Prior to 
November 1960, the fund had been re- 
quired to invest at least 50% of its 
assets in securities deriving their in- 
come from Canadian sources but in- 
vestment policy was recently broadened 
to facilitate wide geographical latitude 
in the company’s holdings. Year-end as- 
sets were 53% in Canada, 8% in Great 
Britain, 33% in the European Common 
Market and 6% in other areas. Total 
net resources were approximately $2814 
million. 


Sales of Mutuals Stage 
Sharp Comeback in January 


The gross sales of mutual funds to 
the public increased significantly in 
January, totaling $24314 million as con- 
trasted with $1701%4 million in Decem- 
ber and $222 million in the correspond- 
ing first month of 1960. Redemptions 
were also up, but only $28 million from 
the preceding month. 

The stepping up in volume of both 
sales and redemptions, paralleling the 
increase in activity in the stock market, 
is a pattern which students of the funds 
have noted for a period of several years. 
In fact, Standard and Poor’s “Outlook” 
of February 20th makes the observation 
that this recent increased volume in 
fund transactions is “ a clear indication 
of public interest in the market.” It 
would be illuminating to see studies of 
this correlation over a period of say 
15 years with an indication as to 
whether investors are more or less prone 
today to think more of mutual fund in- 
vesting when activity picks up in the 
stock market. 


Four Share-for-Share 
Funds Open to Investors 
With the Internal Revenue Service 


handing down specific advanced rulings 
that the exchange of their shares for 
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those of the low-cost securities of in- 
vestors would be tax-free at the time of 
such exchange, four new share-for-share 
funds have quickly received S.E.C. clear- 
ance and opened their books for sub- 
scriptions. At the time of this writing, 
two additional companies — Canterbury 
Fund, sponsored by Fiduciary Counsel, 
Inc., and Empire Fund, headquartered 
in Pittsburgh — have also been given 
rulings but not have yet been cleared by 
the Commission. The IRS has announced 
however, that it will no longer issue ad- 
vance rulings that such exchanges are 
non-taxable, although it believes that 
the Code clearly states so. In effect, of 
course, the gains tax is merely post- 
poned, not avoided. 

Altogether, five funds are now accept- 
ing investors’ securities preparatory to 
making up their portfolios — Centennial 
Fund II (minimum deposit $25,000) ; 
Devonshire Street Fund, sponsored by 
the Investment Trust of Boston with 
Bache as dealer-manager (minimum de- 
posit $15,000); Diversification Fund, 
Inc., sponsored by Vance, Sanders and 
Co. (minimum deposit $25,000) ; Invest- 
ors Capital Exchange Fund, sponsored 
by Keystone Co. of Boston (minimum 
deposit $50,000 for two or more securi- 
ties, $25,000 for one) ; and Westminster 


Fund, sponsored by Hugh W. Long and 
Co. with Kidder Peabody as dealer-man- 
ager (minimum deposit $25,000). (See 
T&E, Jan. 1961, p. 51). 

Three additional companies have 
closed their subscriptions and are either 
in or about to go in operation. These 
are the prototype of all such funds, Cen- 
tennial Fund, Congress Street Fund and 
Federal Street Fund. 


Offering Highlights 
IPC Entrance into 
Management Field 


Of particular interest in a new $5 
million offering of shares in Fund of 
America, Inc. is the fact that the com- 
pany’s investment manager is a subsid- 
iary of Investors Planning Corp. of 
America, one of the largest distributors 
of mutual funds in the country. Hereto- 
fore IPC has been primarily identified 
with the selling and underwriting end 
of the business. Ladenburg, Thalmann 
and Co. will underwrite the new shares 
after which offering will be made on a 
continuous basis through IPC. 

At the time of the underwriting, Fund 
of America’s assets approximated $2 
million. Originally incorporated in 
Georgia in 1946 as the Oglethorpe Fund, 
its name was changed in 1952 to South- 





“How long will managers of pal 
sion, profit sharing and other trust 
funds continue to bid up prices of 
a limited number of blue chip growth 
stocks while the earnings and divi. 
dends increase at a diminished rate 
or cease to grow at all? Dividend pay. 
ments in 1960 have been disappoint- 
ing and it is unlikely that dividends 
will show much improvement in 196], 
Will these professional investors con. 
tinue to buy common stocks with an 
average yield of 2%-3% because they 
fear more inflation and hope earnings 
and dividend payments will increase 
sufficiently several years hence to 
justify current prices and cause 
shares to sell still higher?” 

T. Rowe Price in his Growth Stock Fund's 

annual report, detailing five reasons for the 

current difficulty in forecasting trends. 





























This advertisement is not an offer of these securities for sale. The offer is made only by the Prospectus. 


Westminster Fund, Inc. 
Capital Stock 


Westminster Fund is a mutual fund seeking possible long-term growth of capital and income. Its shares 
will be issued in tax-free exchanges for acceptable securities deposited for this purpose. The basis of 
exchange will be one share of the Fund for each $12.50 of market value of securities so deposited after 
deducting from such value compensation to the Dealer Manager and Soliciting Dealers as described in 
the Prospectus. The minimum amount of any deposit of securities is $25,000. 

A copy of the Fund’s Prospectus may be obtained, in states where authorized for distribution, from 
your local securities dealer or by mailing the coupon below to Kidder, Peabody & Co., Dealer Manager. 


KIDDER, PEABODY & Co. 


Dealer Manager 


Kidder, Peabody & Co., 17 Wall Street, New York 5, N. Y. 
Please mail me a copy of the Prospectus of Westminster Fund, Inc. 
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ern Industries Fund. In September of 
last year its present name was adopted, 
At that time it changed to its presenty 
investment policy as an open-end nom 
diversified company with maximum 
flexibility of operation. Investments may 
be made in domestic or foreign secutk 
ties unrestricted as to industry or type 
of security “all in such proportions a) 
the management shall deem advisable”) 
Special situations will also receive the’ 
fund’s attention, including companies} 
having special tax advantages, new 
managements and those involved in 16] 
organizations. 


Ladenburg. Thalmann & Co., which” 
has had particular experience in devel: 
oping such special investment situations, 
will assist the investment manager, Fund) 
of America Management Corp., with re) 
search, ‘statistical and investment at} 
visory service. Most of the fund’s brok 
erage will also be handled by Ladenburg 
with a limit as to the total amount that 
can be paid in any one year spelled ou! 
for one of the few times in the offering 
prospectus. 















A & & 
C.L.U. GRADUATE SESSIONS 


A new series of seven-day graduate 
sessions will be offered this year 1 
Chartered Life Underwriters for the 
annual Spring and Summer C.L.U. In 
stitutes. The 27th, 28th and 29th C.LU. 
Institutes will all be modeled after the 
popular seven-day program held at the 
University. of Georgia last year. The 
1961 program begins at the University 
of Georgia’s Center for Continuing Edu- 
cation in Athens, April 16-22. During 
the Summer the 28th and 29th Inst 
tutes respectively will be held at the 
University of Wisconsin, Madison, July 
30-August 5, and at the University of 
Colorado, Boulder, August 13-19. 
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Soup, Snails, & Securities... 


What more enjoyable way to begin an evening in town than 
to dine at one of New York’s fine restaurants! Order wisely 
and well...then sit back and relax. Unworried leisure is an 
essential ingredient in the art of good living. A And where 
does the Trust Company stand in this gay gastronomical 
gambit? We’ll come right to the point. We manage their 
securities in an Investment Advisory Account. And that 
may account, in a large measure, for the “unworried 
leisure” prescribed above. A When First National City 


watches over your stocks and bonds you can relax and 
enjoy life. Our Investment service will also enable you 
to devote more time to your own occupation, leaving the 
complex, time-consuming job of investing to us. After all, 
that’s our specialty ...and our skill is widely acknowledged. 
This is a complete advisory and safekeeping service. 
A If you would like an excellent recipe for successful in- 
vesting, just write or call for a copy of “How To Get The 
Most Out Of Your Investments”. No obligation, of course. 


FIRST NATIONAL CITY BANK 


Trust Division, 22 William St., New York, N.Y. 


AFFILIATE, FIRST NATIONAL CITY TRUST COMPANY e 
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Dividends 
In the Making 


It was the day that marked a new era 

for a certain fast-moving manufacturing 
company. Its research division was 
about to announce a new development 
which was sure to have a sharp impact 


on the whole industry. 


Our early knowledge of these facts was 
perhaps a matter of luck. On the other 
hand, our consistent policy of having our 
officers make personal trips to visit 
America’s widely scattered industries has 
uncovered many meaningful situations. 
It seems fair to say that we have invited, 
if not pre-arranged, our good fortune 


in these matters. 


Unirep States Trust CompPANY 


OF New YORK 


45 Wall Street 
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LE OF TRUST OPERATIONS 


in em banking 


CARL A. BIMSON 


President, The American Bankers Association; 
President, Valley National Bank, Phoenix, Arizona 


HE OBJECTIVE OF ALL DEPARTMENTS 
Ts a bank should be the same: to 
work together to further the common 
goal. Even the most cursory glance at 
any commercial bank which offers trust 
services would indicate numerous col- 
lateral benefits to be obtained from the 
trust department. 

Valuable commercial business can be 
— and is frequently retained be- 
cause of efficient trust departments. An 
example would be a closely-held family 
corporation which is valuable to the 
bank both as a borrowing customer and 
as a depositor. A typical situation would 
be a case where the founding share- 
holder of a corporation, although re- 
tired, has retained sizeable ownership of 
its stock. The owner may have provided 
for continuity of management in the 
event of his death; but in spite of such 
continuity, improper estate planning 
could force the family to sell the busi- 
ness because of heavy taxes and other 
unnecessary costs. Through proper es- 
tate planning, prior to death, ownership 
of the business could be retained by the 
family, and in all likelihood the com- 
pany would remain a good customer of 
the bank. 

A trust department is a necessary part 
of a bank operation because without it 
our financial department store is not 
complete and is at a competitive disad- 
vantage. In many banks the trust de- 
partment is also the bank’s largest de- 
positor. Such funds can certainly be 
utilized profitably by the commercial 
side of the bank. They should be wel- 
comed by investment or loan officers. 

Most trusts are for the benefit of wi- 
dows and children (whether minors or 
adults) who do not have the ability to 
handle their own funds intelligently and 
capably. They not only continue to be 


ecm 


This address to the Mid-Winter Trust Conference 
on Feb. 7, 1961 was read by A.B.A. vice president 
Sam M. Fleming, president of Third National Bank, 
Nashville, since Mr. Bimson was prevented by 
Weather from reaching New York. 
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depositors but also are among our best 
prospects for many of our other serv- 
ices, due to their close relationship with 
the trust department. 

Great benefits can be derived from 
a close cooperation between commercial 
and trust officers. In some instances, the 
trust side can actually help to strengthen 
credit relationships by making provision 
for continuity of management and 
avoiding the dissolution of a going 
business. 

If the formal financial statement now 
being obtained by your loaning officers 
does not contain a question as to 
whether there is a will and who is ex- 
ecutor, I strongly recommend that such 
an item be so included. The question is 
perfectly proper to raise in appraising a 
credit situation. 

Business development departments, on 
the other hand, should work toward the 
obtaining of new trust business as well 
as new deposits. Commercial loan offi- 
cers should be alert to opportunities to 
obtain new trust accounts as well as 
opportunities to obtain new deposits or 
deposit increases. General banking rep- 
resentatives in the offices of top execu- 
tives seeking a new or increased deposit 
relationship are talking with the very 
men who determine which bank will be 
used as a corporate transfer agency for 
the company’s stock, or where the com- 
pany’s profit-sharing or pension plan 
is to be placed. It would greatly 
strengthen basic banking relationships 
if this representative were well enough 
informed to discuss the advantage of 
your trust services and arrange an ap- 
pointment for a trust specialist. I need 
not mention that such contacts can also 
be productive of personal trust rela- 
tionships. 

Harold Helm, in speaking to the New 
York State Bankers in 1953 urged more 
interchange between banking and trust 
department officials. As an example, we 
transferred one of our top trust admin- 


istrators to the position of personnel 
manager, with a resultant strengthening 
of both departments through better 
mutual understanding. 


Population Growth and Mobility 


Our population is expected to grow 
from about 180-million today to over 
200-million by 1970. The principal gains 
are being made by the younger and the 
older segments. The middle-aged group 
is not keeping pace, and by 1970 there 
will be an actual decline in the number 
of people in the age bracket 30-39 years. 
There will be, then, a greater burden 
on this middle-age group as they sup- 
port an increasing number of children 
while at the same time, in some in- 
stances, they provide at least partial sup- 
port of the oldsters. 

Our population is increasingly mobile. 
Many people are maintaining two resi- 
dences, each in a different state; and 
investments crossing state lines are com- 
mon. The implication for trustmen is 
obvious. 

It is importarnt to observe also 
that more and more people are moving 
to the suburbs. In 1950, about 64% of 
our population was classified as urban. 
Now it is only about 60%. The so-called 
rural nonfarm group constituted less 
that 21% of our people in 1950. Now 
it accounts for over 27%. 

Out of this changing pattern two 
changes have evolved of prime import- 
ance to trustmen. The first is that the 
older people now have better incomes 
than formerly; and second, income 
levels, in general, are rising for every 
segment regardless of age. While the 
American public is becoming more 
sophisticated financially, the complexity 
of managing financial affairs is increas- 
ing at an even faster pace. More cus- 
tomers need more trust services than 
ever before. We should make sure that 
we are well equipped to handle this 
need, both as to estate planning and in 
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our ability to administer even a diffi- 
cult estate. 


Meeting Local Needs 


The modern trust department which 
is going to keep up with the competi- 
tion and have some chance of gaining 
on it, must gear itself to the local econ- 
omy. In a farm or ranch area, there 
may be need for personnel experienced 
in agriculture. In the case of an oil 
state, the department may need person- 
nel having a sufficient technical knowl- 
edge of the oil business to be able to 
handle such properties. 

We need to recognize the fact that in 
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lowa, for example, a hog farm may be 
a prudent investment; in Arizona, a 
cattle ranch or cotton farm; in Texas, 
oil or gas properties. A properly drawn 
will with sufficient powers can accom- 
plish this and can meet the needs and 
wishes of customers who have created 
estates consisting of assets of this nature. 

If this sort of thing requires a change 
of state law, then the law should be 
changed. If it requires a different type 
of trust document, then develop one 
which will fit the purpose. If it requires 
specialized additions to your staff, then 
go get them — and get good ones — 
and see to it that your special charges 
for these special services cover your 
extra costs! 

To some of you these may appear to 
be radical suggestions, but it is going 
to take radical changes to keep up with 
the ever increasing problems of our cus- 
tomers and the growing complexity of 
our various state and federal tax laws. 

Such changes may not be needed in 
the immediate future, but if we begin 
thinking of the necessary adjustments 
now, proper, unhurried consideration 
can be given to the required changes in 
our policies, laws, and administration. 

New services and improved old ones 
must be ready at the time the customer 
needs them. Last-minute makeshifts 
would not be in keeping with the quality 
of service the public has a right to ex- 
pect of us. 

From the standpoint of top manage- 
ment, the ideas of a progressive if not 
militant trust department should be a 
real challenge to broaden the overall 
institutional concept of service, with the 
resulting potential to be derived from 
what a marketing technician calls “re- 
tention selling.” In the final analysis, 
our job is finding what the customer 
needs and wants and seeing that he gets 
it. 


Importance of Basic Principles 


Regardless of our approach to new 
trust business, we should not overlook 
basic principles. Trust services were 
needed long before estate taxes were of 
such importance. The protection of 
heirs is still a strong motivation, even 
where taxes are not a significant factor. 
This motivation brings in many of our 
prospects and should be encouraged. 

Trust officers would do well to in- 
crease the dissemination of information 
about their services to related groups as 
well as the general public. To be sure, 
great strides have been made but there 
is much room for improvement. A better 
understanding among these groups with 
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common interests could lead to jp. 
proved legislation, more uniformity jy 
tax laws at the national level, and bette; 
laws and regulations in some states, 

Our customers are penalized by the 
lack of uniformity in state laws, and the 
more mobile our population gets, the 
worse the problem becomes. 

The Trust Division of the A.B.A, can 
make recommendations, but it is up to 
you to get the job done in your various 
states. LeRoy Staver wrote a fine prac. 
tical article on this subject in the Sep. 
tember, 1960, issue of “The Trust Bulle. 
tin.” (T.&E. Nov. 1960 p. 1113.) 

The existence of litigation in some 
states between lawyers and trust insti. 
tutions, almost 30 years after the repre. 
sentatives of each group reached com. 
plete accord at the national level, would 
seem to indicate there is much to be 
done in this area. 

There is opportunity, too, for still 
greater cooperation between life under. 
writers and trustmen. The two fields 
naturally complement each other. There 
are many parts of the country removed 
from the large centers of population 
where the use of life insurance trusts 
falls far short of their potential. Rare 
indeed is the estate plan that includes 
the full measure of protection for cash 
needs from the proceeds of life insur 
ance. 

There are strong new competitive 
forces at work to make the acquisition 
of new trust business more difficult. The 
mutual funds, for instance, are resource: 
ful and aggressive; and we must admire 
the way in which they have developed a 
new and salable product and are educa- 
ting the public in its use. 

However, we have an advantage in 
terms of more flexibility, especially in 
the handling of varied assets. It re 
quires only that we use our own it 
genuity in marketing our services. 

One of the problems of any growing 
trust department is the difficulty of hav- 
ing enough man-hours available for 
customer contacts. Many top life under 
writers are quite advanced in_ theit 


knowledge of estate planning through : 


their certified life underwriter studies 
and their home office training programs. 
Those who are endeavoring to sell theit 
product as part of an estate conservation 
plan are working in a market which 1s 
very desirable from a trust standpoint. 
We should encourage cooperation with 
qualified insurance men, attorneys and 
accountants. 

How well you do your job today may 
well determine what kind of community 
you will have tomorrow. 
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U5 of Your Choice 


WILLIAM B. HALL 


Senior Vice President, The Detroit Bank and Trust Company, Detroit 


ERHAPS THE TERM “CORPORATE 
_— has been overworked, but 
not if we think of it in the light of 
how the public sees you, how they re- 
member you. What your image is in 
all areas will determine if your trust 
department goes forward or regresses. 
Good public relations requires good 
management. Everything good comes 
from management. Anything bad is 
management's failure. In no other busi- 
ness is management as carefully scru- 
tinized as in the trust business. Cus- 
tomers want assurance of capable man- 
agement, both current and continuing. 
Trusts are created for the benefit of 
wives, children and many other long 
term purposes. Our key selling point is 
continuity of quality service. 

I want to stress a few elements of 
good management that are the founda- 
tion of a sound human-relations pro- 
gram: 1. Written policies; 2. Capable 
successor management; 3. Recognition 
that public relations is on a policy-mak- 
ing level; 4. Costing of product; 5. De- 
manding of self and staff — and re- 
warding in all ways. 

Written Policies. Written policies are 
now standard with most well operated 
trust companies. Until policies are com- 
mitted to writing, they are nebulous — 
worthless; the staff is working in a 
vacuum. A customer’s request may be 
rejected with the statement: “it is con- 
trary to trust policy,” and when the 
customer questions what the policy is, 
the trust officer stammers and stalls as 
he tries to create the policies. The cus- 
tomer is seldom convinced. 

In the words of LeRoy H. Kurtz, for- 
mer administrative assistant, depart- 
ment of public relations, General Motors 
Corporation, policy is “a well-thought- 
out statement of top management’s ob- 
jectives that will provide practical yard- 
sticks to measure specific plans and de- 
cisions that must be faced in daily 
operations, When the staff knows and 
undertsands these objectives, it helps 


From address at Mid-Winter Trust Conference, 
New York, Feb. 7, 1961. 
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clarify the thinking of all, brings peace 
to the organization, and carries the right 
mental attitude to customers and the 
public. Policy is the leaven that works 
individuals into a team, replaces doubt 
with certainty, transforms an objective 
into a cause.” 

Successor management can be our 
Achilles heel unless it is our philosophy 
that success or management must be an 
improvement over present management. 
The complexities of our business require 
it. Too frequently selection for advance- 
ment is made because of seniority, per- 
sonality, or other unimportant reason. 
Advancement and authority must be 
based on the needs of the business and 
ability of candidates to meet these 
needs. If qualified talent is not in the 
group, recruiting is a must in the trust 
field. 

In our trust operation for example, 
the high quality of experienced trust of- 
ficers was evidenced by their demon- 
strated performance. There was, how- 
ever, little talent for succession. To meet 
this problem, 37 men were brought into 
the trust department in the last four 
years. Included in this group are three 
officers transferred from the banking de- 
partment and two new officers — one a 
specialist in the field of taxation and 
one in the field of corporate trust in- 
dentures. The remaining 32 have been 
carefully selected from universities and 
other businesses, many of them already 
specialists in their particular field, and 
all with a college education and many 
with masters and law degrees. In this 
latter group, ages range from 23 to 42, 
giving an excellent age spread. 

Two matters about good training pro- 
grams warrant mention. Progress is de- 
termined by work habits and attitude of 
trainer as well as trainee. It is unwise 
to assume that a capable trust officer is 
perforce a good trainer. Select both with 
care and require performance reports 
and reviews. 

The public relations officer must be 
on a policy-making level. His responsi- 
bility is to interpret the publics to man- 


agement and management to the publics, 
He must be able to move with authority 
across department lines just as legal 
counsel does. It is his responsibility to 
define public relations objectives and re. 
quire they be met. His personal philo. 
sophy must be: “I am looking for re. 
sults, not for personal credit.” 

Costing of Product. Our product must 
be priced to gain public acceptance, and 
to provide sufficient profit to warrant a 
good product. On the other hand, it 
should not be overpriced. 

Dexter Ferry, comptroller of our trust 
department, recently developed a costing 
method that enables us to know exactly 
what cost and profits are on each per- 
sonal trust account. This is not based on 
the cost of writing a check, posting an 
entry, or putting through a buy or sell 
order. This new system clearly reflects 
the difference in costs when applied to 
specific accounts and indicates the neces: 
sity to increase charges where profit is 
inadequate or to reduce charges when 
unfair to the customer. 

Management must be demanding of 
itself, and of the staff more than the 
staff would do on its own _ initiative 
Management must reward fairly for 
work performed in salaries, commenda- 
tion and recognition. Was the job done 
right; did the employee know it? Were 
mistakes made; how could they have 
been avoided? Was it discussed to pre: 
vent repetition? Staff respects and 
progresses under demanding manage- 
ment. 


The objective of a public relations 


program is the sale of a product. In out 
competitive economy, a product will be 
purchased only if it is of benefit to the 
purchaser. The customer will purchas 
the product the second time only if per 
formance has met his expectation. This 
is equally true of trust departments 
The distinction is that trust service is al 
intangible — a service created and used 
from day to day and, hence, more vul: 
nerable, because every action of every 
staff member is measured in custome 
acceptance or rejection. 
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Compe':tion is created by our failures 
and strei:;thened by our lack of atten- 
tion to cu-tomer needs. Too frequently 
we hope ‘o stifle competition by legis- 
lative mess without recognizing that in 
the Amer. an business system legislation 
will not «.rrect our own shortcomings. 

Public <velations, of necessity, starts 
with the ‘aff. The staff should have com- 
plete info: mation about policies, objec- 
tives, and accomplishments. It should be 
permitted io ask questions and be con- 
sulted about future programs. 

As organizations grow, officers tend to 
specialize. Too often, specialists have 
litle or no familiarity with the total 
trust and bank product, nor do they 
recognize their dependency on it. Fre- 
quently, a potential customer may 
casually comment on a financial need, 
which if not recognized as a sales lead 
will result in the customer turning to 
a competitive agency. Add-on business 
is the easiest to get and costs less to 
acquire. Trust officer performance is 
measured not only by administrative 
quality, but by the equally important 
ability to sell add-on trust and banking 
services. 

The objective of senior management 
should be good communications not 
only in the trust department but also 
with the banking side of the company. 
The services are complementary — 
help sell each other, but only if the 
total group knows the services and is 
interested in selling them, since by so 
doing they are helping themselves. 


Customer Communications 


The biggest, most productive public 
relations field is in the four areas of 
customer communications. These deter- 
mine the amount of business we will do, 
and customer acceptance: 

Records — Every record in our busi- 
ness should be labeled “handle with 
care.” Records live, breathe. Each rec- 
ord represents a person. Records are 
people. 

Telephone — Staff training in proper 
telephone usage is a requirement of good 
public relations . . . prompt and pleas- 
ant answering; immediate identifica- 
tion of yourself; paper and pencil be- 
side the phone for accuracy in names 
and amounts. If unable to give an im- 
mediate answer, offer to call back, and 
be sure you do. Terminate the call with 
‘Thank you for calling.” 

_ Correspondence — Few attribute the 
mportance to correspondence that it 
actually bears in our business world. A 
letter creates three mental pictures: the 
“cretary who typed it, the man who 
‘igned it, and the company from which 
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it came. If the letter is neat with cor- 
rect spelling, and says what it means, 
you have a good impression of all three. 
Customers are affected the same way. 
Examine your correspondence carefully 
— say what you mean; you won't be 
there to explain it when the letter is 


opened. Centers of influence — attorneys, ac- estate analysis aids in establishing a wil 
Face-to-face contact — Call a cus- countants, insurance men, legislators, bank, and promotes public awareness of 
tomer by his name; smile; use the little the courts — are prime targets in the importance of planning an orderly 


courtesy words, “thank you” and 
“please,” the lubricant for human con- 
tacts. When a customer or prospect 
wants to talk, listen and don’t minimize 
his problem by words or actions. Never 
high hat. You can’t judge a _ person’s 


character, whom he represents or his re- 
sources, by his appearance. In dealing 
with people, never argue. You can't 
win an argument, and you always lose 
a customer. 


Professional Cooperation 


achievement of mutual understanding. 
We encourage our men to make every 
favorable type of contact. We pay for 
their memberships in the Bar Associa- 
tions, the Life Insurance and Trust 
Council, the Controllers Institute. the 









Michigan Association of CPA’s, ang 
many others. 

The performance of our pooled funds 
— the showcase of know-how in the jp. 
vestment department — provides ap. 
other field of indirect selling. 

A direct sales force in the field of 


distribution and management of ma. 
terial wealth. It is in this field we are 
most vulnerable to attorney, accountant 
and insurance men conflict. Injudicious 
action can do irreparable harm. Our 
salesmen must be knowledgeable of tax 


nap ing 
--- and property distribution laws. Extreme pod 
caution must be exercised to act only met 
in the role of a trust officer and not as r 
an attorney. Bring the customer’s at. vai 
torney in as quickly as possible even if thr 
you assist him in the preparation of the di 

instrument. I 

: , n 
Business relations salesmen help cre. re 
ate plans and influence instruments with sons 
which we must live. Their suggested we 
- L. P | LI plans must be carefully reviewed in the om 
oe. wit a SOeCld prooiem... office by specialists in the tax and estate. we 
planning field before execution. ing 
Mr. Trust Officer’? Direct selling should be an important Pe 
’ part of all trust and banking officer as- the 
signments to obtain both living business th 
A Trust Officer recently wrote and wills. By the time our people be- aaa 
The Purse Company: come officers, most natural sales instincts ee 
have been trained out of them. If you ‘i 

“Do you have a folder on expect your officers to sell, give them 
charitable trusts, where professional sales training. " 
the grantor retains a life Where there is enlightened and de- th 
ies ol tee teeek manding management, you will have a ss 
ie : sound public relations program. The 

principal is sold and re- , ha 

I a ie die sale of trust services will be as certain a 
investe ies — as the dawn of day. Your corporate |, 
empt bonds? image will be favorable. es 
This was a little off the beat- AAA at 
. se 

en track. But the material RULES FOR SELLING TRusT BusiINEss | | ,, 

that he wanted went to this ‘ nie 
RE RE The basic principles for selling trust } in 
_—— business are discussed by John F. Don- | h 


lon, president of Edwin Bird Wilson, ir 
Inc., New York, in the January FPRA | st 
Bulletin. After observing that “selling | P 


Whether you have a special 
trust advertising problem or 
simply want advertising that 


methods should be as individual as te 

will bring in more business, finger prints,” but that sales principles | a 
write or telephone AMherst are fundamental to all, Mr. Donlon pre | tr 
7-1264, collect. sented his comments under the follow- Dp 
ing headings: Know Your Business; Be | 


lieve In What You Sell; Hard Work; } a 
Don’t Sell Blue Sky; Approach Selling 
from the Customer’s Point of View: 
Use All the Aid You Can Get; Know 
Prospect Objections and the Answers 10 
them; Be a Good Talker — and a Better } 
Listener; Don’t Be Afraid to Ask for | b 
Business; Avoid Selling by Frenzy; Use | - 
Visual and Other Aids; Be Competitive. ] x 


The Hune Compa, 


Headquarters for Trust Advertising 
435 CHESTNUT STREET 
CHATTANOOGA, TENNESSEE 
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AUTOMATION FOR TRUST DEPARTMENTS 


Potentials and Warnings 


ROBERT J. O’KEEFE 


Assistant Vice President, The Chase Manhattan Bank, New York 


OR OUR PURPOSES I WOULD LIKE TO 

define automation as the process- 
ing of data and the management of ac- 
counts by means of mechanical, electro- 
mechanical, or electronic machines. 

Every bank, large or small, has at- 
tained a degree of mechanization 
through the use of bookkeeping ma- 
chines, calculators, and even typewriters. 
In addition, many banks use proof ma- 
chines, punched-card tabulating equip- 
ment, and other mechanical or electro- 
mechanical devices. This type of equip- 
ment is today commonly accepted as 
everyday operating tools by the bank- 
ing industry. The transition to electronic 
devices will occur in the same way as 
the transition from the Boston ledger to 
the bookkeeping machine; and, in the 
not too distant future, electronic equip- 
ment will be as commonly used in banks 
as bookkeeping machines are today. 

An important reason for the search 
for new and better equipment has been 
the tremendous growth in volumes in 
every area of banking. Almost everyone 
has a checking account today. The tre- 
mendous growth of business activity 
had a staggering impact on check vol- 
ume, Our economic prosperity has cre- 
ated or increased the demand for other 
services. Installment loans have _in- 


. creased, as well as the number of sav- 


ings accounts. The number of people 
holding shares of stocks in American 
industry has grown and increased the 
stock transfer and registration problem. 
Pension plans and the tendency of banks 
to reduce the minimum size of trust 
accounts have increased the demand on 
ttust_ operating departments. Freight 
payment plans, charge plans, check 
credit, account reconciliation, all have 
added to banking’s operating problems. 


The Answer — Electronic Data 
Processing 


In its search for ways to handle eff- 
ciently the increase in volumes caused 


by growth and new services, banking is 
—_. 


From address at Mid-Winter Trust Conference, 
New York, Feb. 7, 1961. 
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taking a giant stride in the evolutionary 
automation process: the introduction of 
electronic data processing equipment. 
Today we have in common use elec- 
tronic data processing equipment that 
operates on data at speeds measured in 
millionths of seconds, can store vast 
amounts of data on magnetic tapes, and 
can transfer the data into and out of the 
processor at speeds up to 100,000 char- 
acters per second, with even faster 
equipment just over the horizon. Raw 
data can be read into the computer or 
onto magnetic tapes in many ways. For 
output we have fast printers which can 
print 1,000 or more lines per minute. 

Of almost equal importance have been 
the advances made in reliability and 
lower cost. Today equipment can be 
fitted into one-third less space and is 
less expensive. So important has the 
transistor become that no new computer 
has been announced in the past two 
years that does not incorporate it. The 
progress in the main operating memory 
devices has also been rather startling 
from the standpoint of speed, reliability, 
size, and cost. 

Based on the increases in speed and 
reliability at lower cost is another trend 
now beginning: the introduction of 
smaller capacity equipment at relatively 
low costs. Many bankers who heard of 
the advantages of electronic data proc- 
essing became enthusiastic and then 
suffered a severe letdown when they 
learned that computers required very 
large volumes of data to justify the 
overall operating and installation costs. 
But recent announcements of new equip- 
ment point to the manufacturers’ realiza- 
tion that the market for million-dollar 
computers is limited, not only in bank- 
ing but in every industry. Further ad- 
vances I am sure will, within the next 
five years, make it economically feasible 
for almost every bank to achieve the 
advantages of electronic data process- 
ing in one form or another. 

Even before smaller and less expen- 
sive equipment is widely available, 
banks will be able to take advantage of 


the largest and fastest electronic data 
processing equipment through co-opera- 
tives and other joint efforts. In addition 
to the co-operative, or share equipment 
type of organization, manufacturers 
have offered service bureau facilities for 
many years, and recent announcements 
indicate a trend toward expansion of 
this type of service. 


The Introduction of E.D.P. 
Equipment into the Trust 
Department 


Now, let’s examine the possibility of 
using this equipment in the trust de- 
partment. At the 36th Mid-Winter Con- 
ference in 1955, Herb Corey of First 
National Bank of Boston, looking into 
his “crystal ball,” outlined how compu- 
ters would be used in trust work, both 
corporate and personal. He predicted 
that because of the relatively high de- 
gree of mechanization of trust work, 
electronic data processing equipment 
would probably be first installed in 
some other bank operation, with greater 
potential savings. 

The past six years have certainly 
proven the correctness of Mr. Corey’s 
predictions. Today, in almost every 
bank, even those with very large trust 
operations, the emphasis is on the use 
of electronic data processing equipment 
for other than trust operations. This 
emphasis, I feel, is proper and is, at the 
same time, a backhanded tribute to the 
trust operations people because they 
have generally been running a “pretty 
tight shop.” 

In addition to the fact that trust de- 
partments have previously taken advan- 
tage of available mechanical equipment 
and thus offer less opportunity for sav- 
ings, another reason for the relatively 
slow introduction of electronic data 
processing equipment into trust depart- 
ments is the high degree of complexity 
of trust operations, especially in the 
personal trust area. As a staff man with 
bankwide responsibility for computer 
installation, I find that at our bank the 
personal trust operation will present us 
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with the most difficult programming 








erations and will also be a period when 


future will become apparent and, with 


is p 
problem of any of our banking opera- a great number of trust installations further study and the introduction of men 
tions. will be made. By the end of the 60’s, new equipment, further gains will he be 

Installation of electronic data proc- electronic data processing equipment achieved. plet 
essing equipment for the nontrust opera- will be as common in the trust depart- The processing of stockholder records esti 
tions in banks has now reached a point ment as mechanical equipment now is. is a large-volume, repetitive, though not tage 
where it can no longer be considered as The Rained Tenet Apatinntions unduly complex, type of operation. The it a 
new, and will, with the widespread in- data processing requirements in_ this the 
troduction of magnetic ink character Electronic data processing in any in- area may be summarized as follows: thr 
checks, become commonplace in the dustry is generally most effective when Sait ¢ m | 
next two or three years. As this occurs, pplied to operations which are char- Pr one A Ae on er 
increased emphasis will be placed on acterized by at least two of three fac- . Dividend check ; wh 
trust operations, The five years between ors: (1) large volumes; (2) repetitive ee ee ee ten 
1961 and 1965 will be the time when operations; and (3) complexity. In a = hae ancy sromnciniatioon clu 
bankers will have to make decisions on rust department, two operations gener- < Rieeenoeee aeatnne: wo 
electronic data processing for trust op- ally meet these requirements. They are ~ a one counting act 

the processing of stockholder records b. Stockholder list preparation tio 

and personal trust accounting. The rec- c. Stock dividend preparation in 

ord-keeping parts of these operations d. Preparation of internal and ex. Na 

will be the initial ones converted to elec- ternal reports. ed 

tronic data processing. Banks having For purposes of computer conversion, an 

both problems will probably give prior- two approaches seem to be popular with fu 

. ity to the stockholder record-keeping those now actively working on the prob- on 

function, primarily because it is less lem. One approach will bring about au 

SERVICE inl complicated than personal trust account- conversion in three phases: 1. Con. ge 
ing. version of stockholder balances and 

In the beginning, these applications names and addresses to a magnetic tape di 

TEXAS will probably be converted with few sys- file. 2. Conversion to magnetic tape of lu 

tem changes and with the computer ledger files which contain certificate d 

merely replacing present bookkeeping or records for each account. 3. Account Ww 

tabulating equipment. Many of the pur- number generation by the computer. a 

ists in the computer field are horrified The second popular approach con- p 

at this type of conversion and feel that _ bines all three phases into a single con- d 

this is a misuse of electronic data proc- version. While both approaches have cl 

essing equipment. However, I feel it is advantages and disadvantages, we, at a 
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justified by several important improve- 
ments; namely, lower cost, faster serv- 
ice, and the reduction of errors due to 
the reduction of human intervention in 
the system. As conversions are com- 
pleted, improvements to be made in the 


Chase Manhattan, will use the three- 
phase method because it gives us an 
opportunity to evaluate our results in 
each step before committing ourselves 
to implement the next steps. Our studies 
indicate that each of the three phases 
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BANK SHARES DATA PROCESSING WITH BUSINESSES 
Data processing equipment installed at the Automated Accounting Center of Connecticut, 
a division of the Waterbury National Bank, is demonstrated by Miss Francis Laone, mem 
ber of the bank staff, seated at the console of the computer system. The opening of the 
data processing center was announced last month by Harlan H. Griswold, president of 
the bank, at the annual stockholders meeting. Computer and magnetic tape accessories 
are shown with part of the electronic sorter-reader in the left foreground. The new 
company is the first in New England operating as a division of a national bank, an 

will perform data processing services for businesses outside as well as in the bank. 
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is profit: le if carried out in the order 


mention: '. However, these studies will 
be reev.. uated as each phase is com- 
pleted t determine how accurate our 
estimates prove to be. Another advan- 
tage of ‘1 three-phase approach is that 


it allows ‘he achievement of savings on 
the first ease much sooner than if all 
three phases are attempted at once. 

Further study is needed in stockhold- 
er record keeping in at least three areas 
which have promise for additional sys- 
tem refinements and dollar savings. In- 
cluded in these studies should be more 
work on the automatic generation of 
account numbers, the third phase men- 
tioned above. Already one of the leaders 
in stockholder records automation, First 
National Bank of Boston, has contribut- 
ed a great deal of work to this problem; 
and I am sure that in the not too distant 
future that bank or others now working 
on the problem will have a completely 
automatic, almost foolproof method of 
generating account numbers. 


A second problem is concerned with 
dividend check preparation. Present so- 
lutions to the problem of preparing divi- 
dend checks from magnetic tape files 
while maintaining strict accuracy and 
control include the use of almost special- 
purpose devices which print names, ad- 
dresses, amounts, etc., on punched-card 
checks while simultaneously punching 
account numbers and amounts for later 
reconciliation and payment. Another so- 
lution involves the use of heat transfer 
equipment to prepare paper checks 
which are read by optical scanners for 
reconciliation. Both of these solution 
areas are workable but in my opinion 
too expensive. 

A third problem, and one whose solu- 
tions should lead to further savings, is 
that of automatically capturing computer 
input data at the time the certificates 
are prepared. Many banks and equip- 
ment manufacturers are actively engaged 
in solving the problem with good pros- 
pects for success. 


Personal Trust 
Accounting 


Personal trust accounting is a more 
universal problem than stockholder rec- 
ord keeping and is far more difficult io 
convert to electronic date processing. 
While the volume of data to be proc- 
essed in this area is usually not as great 
as in stockholder record keeping or 
check handling, personal trust account- 
ing is generally more complex. The data 
processing requirements in this area 


may be divided into six major seg- 
ments: 


Marcu 196] 


Input preparation 

Property file processing 

Account file processing 

Visual historical record prepara- 

tion 

Cash file processing 

Miscellaneous functions, which in- 

clude:, 

a. Answering information re- 

quests 

b. Pricing accounts 

c. Processing cash accounts 

d. Check preparation and recon- 
ciliation 

e. Transaction ticket preparation 


- op 


a 


Even with its great complexity, the 
data processing requirements of per- 
sonal trust accounting can be well satis- 


fied by using electronic equipment. The 
type and size of equipment depend, of 
course, on the volume of work. 

In making our own recent computer 
feasibility study of personal trust work, 
we made some determinations on the 
almost classical systems problems of 
personal trust accounting and feel that 
with these determinations we will be 
able to use profitably electronic data 
processing equipment for this work. In 
addition, we have identified some areas 
for further study. 

One of the major problems was the 
determination of whether a single mag- 
netic tape master file could be used in- 
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stead of the previous method of having 
two files which contain the same in- 
formation arranged in a different way. 
The two files are: 


1. A property file consisting of 
records of properties held in trust 
accounts, maintained in property se- 
quence and within property by cus- 
tomer. 

2. An account file containing the 
same information as the property file 
but maintained in customer sequence 
and within that by property. 


Tabulating or other equipment in the 
past could not meet the requirements of 
sorting a single file as often as would 
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be required to put the records into 
either sequence. We investigated several 
possibilities but came to the conclusion 
that the most efficient and economical 
method for computers was to continue 
to maintain on magnetic tape the two 
files exactly as was done for tabulating 
equipment. Further, we feel that this 
will continue to be true even for equip- 
ment available in the next few years. 

Another system problem which keeps 
coming up whenever trust svstems 
people meet is the need to answer in- 
quiries at a moment’s notice. This too 
is usually given as a justification for 
“random access” storage. Some people 
almost visualize a device that will give 
any information on any account at the 
pressing of a button. While such a sys- 
tem is possible with equipment avail- 
able now, it is a luxury no trust depart- 
ment can afford at today’s prices, and 
no trust department really needs. The 
need to answer trust account informa- 
tion requests does exist, but is over- 
emphasized. The need can be satisfied 
by proper system design using currently 
available equipment, especially the very 
high-speed, off-line type of magnetic 
tape controlled printers and searching 
devices. 

An area which will require a great 
deal more study is that of maintaining 
an historical record file on each ac- 
count. No completely satisfactory meth- 
od of maintaining the security books 
now exists. However, some of the newer 
photographic data processing equipment 
gives great promise for reducing the 
operating costs of maintaining historical 
files. | am sure that in the next year or 
two more and more equipment will allow 
the systems people to take advantage of 
the low-cost storage of microfilm while 
still being able to search for or process 
data at high speed. 

So far, most of the trust work I have 
discussed is in areas that already have 
had some degree of mechanization and 
are primarily record-keeping problems. 
Another possibility deserves careful 
analysis in the future. This is the use 


of electronic data processing equipment - 


in the analysis of investments. Mathe- 
matical techniques have already been 
employed in many fields requiring 
strategy decisions. The operations re- 
searcher has applied game theory to 
sales and advertising strategy, control 
of manufacturing plants, battle strategy 
for large armies, and even to defense 
against missiles and bombers. Already 
a large mutual fund is applying some 


- of these techniques to the analysis of 


its investments and, of greater interest, 





is working toward the development of 
new techniques. 

It is in problems of this sort that 
computers and other electronic data 
processing equipment can make a real 
contribution to banking in general and 
in particular to trust work, and it is in 
this area that bankers must understand 
the potential of the equipment. We must 
not restrict our thinking to its use sole. 
ly in processing paper and in complet- 
ing routine accounting work, but must 
extend our imagination and discover 
applications with more complex logical 
problems. A careful analysis of the de- 
cision making involved in investment 
work will indicate that the investment 
officer follows detailed logical steps, 
analyzing many possible alternates bhe- 
fore making a decision. It is in the 
analysis of the alternates that the com- 
puter can reduce the routine toil and 
the possibility of human error. The area 
requiring talented human judgment is 
not the detailed analysis of alternate 
strategies but the determination of per- 
tinent alternates to consider. Once this 
has been done, and it is a considerable 
task, a computer can be programmed to 
discard all but the best under a given 
set of circumstances. In cases where two 
or more strategies may be indicated by 
the computer to be equally good, human 
judgment is again required. Human 
judgment is also required in maintain- 
ing such a program and deciding when 
to add or subtract strategies as condi- 
tions change. 


A Few Words of Caution 


I have been giving you an optimistic 
picture of the future of electronic data 
processing, but in closing I would like 
to inject a note of caution. Banking is 
now in the early stages of an electronic 
era and is fortunate that excellent elec- 
tronic equipment is available. But this 
equipment is merely a tool and, if not 
used properly, can cause substantial 
losses. Hardware is still so amazing, and 
the new developments so dynamic, that 
some of us have become enamoured of 
equipment and its specifications. Elec- 
tronic data processing equipment, no 
matter how sophisticated, is merely @ 
means to achieve an end, not an end in 
itself. Only when used by capable and 
imaginative people can E.D.P. equip- 
ment help a bank achieve better opera- 
ting methods at lower cost. You are far 
better off staying with your so-called 
“obsolete” mechanical or even manual 
system than you will be if you become 
involved in E.D.P. without knowing 
what you are doing. 


TRUSTS AND EsTATES 





new 
bot! 
Whi 


syst 
ban 
ban 
of s 
dete 
or | 
me! 
bro 
hav 
sel 
me 
era 


as, 
wil 
by 
wa 
wa 


ee ee ee 





ial 
ne 


ng 


ES 





Ever: bank considering the use of 
new equipment must have people with 
both systems and equipment training. 
Whethe: these people are part of a big 
systems staff in a large metropolitan 
bank or a single man in a small country 
bank is not important; only their degree 
of skill in the use of these new tools will 
determine your success or failure, profit 
or loss. ‘These skills must be acquired by 
members of the bank’s staff or must be 
brought into the bank. If you do not 
have these skills, you may find your- 
self using this new and advanced equip- 
ment to increase, rather than lower, op- 
erating costs. 

Close analysis of most of the so-called 
“failures” in electronic data processing 
will reveal that the failure was not caused 
by the equipment but rather the fault 
was in the design of the system which 
was applied to the equiprent. 


A AA 


Machine Posting Increases 
Trust Department Earnings 


A more efficient method of calculating 
commissions due on income received 
for trust accounts has been worked out 
at National Bank of Boyertown, Pa. In- 
stallation of a National Cash Register 
Class 31 bookkeeping machine and se- 
lection of accounts with a fixed rate of 
commission have made it possible to 
calculate the commission on ledger cards 
and statements at the same time the 
posting is made. Pre-heading of the 
ledger cards is necessary, but easy to 
do by Addressograph. 

The advantages of this system, as out- 
lined by William V. McCausland, trust 
oficer, in the January 20 American 
Banker, include: reduction of operation 
costs, increased efficiency in making 
available at any time the net amount of 
income to be distributed to beneficiaries, 
increased earnings for the bank, sav- 
ings in reserve requirements, and the 
ability of the officer in charge to see 
exactly what commissions are earned 
and collected from the types of accounts 
that are adapted to this form of ac- 
counting. 

There will be accounts with special 
commission rates that will not fit into 
the system, Mr. McCausland pointed 
out, but on balance his department has 
found “a considerable savings in time, 
effort and cost.” 

A AA 
e The estate of Irving S. Florsheim, 
chairman of the Florsheim Shoe Co., 
was valued at $9,692,926 in a state in- 


heritance tax return filed recently in 
Waukegan, Til. 
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Historic Mansions: White 
Elephant or Community 
Blessing? 


Many an old and stately family home 
is today a testamentary problem to the 
owner either because it is out of style 
and lacking in modern equipment or 
because the younger generation are liv- 
ing elsewhere or cannot afford to main- 
tain it. 

Recently two possible solutions to this 
puzzle have been reported in the press. 
The 248-year-old Glen Sanders mansion 
in Scotia, N. Y., just outside of Sche- 
nectady, was bequeathed to the National 


Trust for Historic Preservation under 
the will of J. Glen Sanders, ninth gen- 
eration descendant of Alexander Lindsey 
Glen, Scotia’s first settler and one of the 
founders of Schenectady. 


A French Renaissance chateau, 
brought to the United States piece by 
piece and erected on Long Island, N. Y.., 
has been offered as a permanent resi- 
dence for the United States delegation 
to the United Nations. Under the will 
of Mrs. Gertrude Hill Gavin, the chateau 
and 45 acres of land will be available 
to the State Department, if the bequest 
is accepted. The Gavins had no children. 
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sell This mark identifies modern, dependable Steel. Look for it on consumer products. 
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Whether it jumps to make a discovery 


that’s out of this world, or sits down quietly 


to spend a century or two on atomic re- 
search, steel is the only material that has 
the strength and vigor to keep up with the 


reach of modern man’s mind. 


New Stainless Steels developed by United 
States Steel withstand the vibration and 
friction of unearthly speeds. New USS 
Steel Forgings shape atomic reactors and 
nuclear power systems. Look around. 
You'll see steel in so many places—build- 


ing strength. 


USS is a registered trademark 


(iss) United States Steel 











SOTHEBY & CO. 
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FINE ART AUCTIONEERS 


in the world. 


OF THE 14 HIGHEST PRICES 
EVER PAID AT AUCTION FOR 
PAINTINGS OR WORKS OF ART, 
13 HAVE BEEN ACHIEVED IN 
pti ROOMS SINCE OCTOBER 
1958. 


Our commission for selling pictures, 


drawings, silver, porcelain, jewels, 
antiquities and other works of art is 
10 per cent. Books, manuscripts, 


Oriental miniatures, engravings, etch- 
ings and Japanese art, 15 per cent. 
Last season Sotheby’s sold works of 
art worth 1944 MILLION DOLLARS, 
many of which were sent for sale 
from American collections and insti- 
tutions. 


“SOTHEBY’S 216TH SEASON” 
(illustrating 157 of these works of 
art, 12 in colour) can be ordered from 


SOTHEBY’S OF LONDON LTD. 
717 Fifth Avenue, New York 22, N. Y. 
PLaza 8-2891 (price $4.95) 


Sotheby’s representatives are always 
ready to visit any part of the United 
States to advise Trust Officers and 
owners of important property. 
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CASE OF Mr. EXECUTIVE 


Panel Plans Estate with Business Interest 


HE ESTATE PLANNING PANEL SESSION 
7 last month’s Mid-Winter Trust 
Conference in New York was raised 
above the level ordinarily expected of 
such staged performances by the witty 
and sprightly leadership of moderator 
William J. Copeland, vice president of 
Pittsburgh National Bank. 

The hypothetical case considered by 
the experts representing each of the four 
members of the estate planning “team” 
involved a 60-year old Mr. Executive 
who “lives” in Connecticut, has an apart- 
ment in New York City (where he is in 
charge of his company’s local office), 
and owns a Winter home in Florida. His 
immediate family consists of his wife 
(seven years his junior), daughters 18 
and 30 (the former “not well at all,” 
the latter mildly neurotic and victim of 
an unhappy marriage which has pro- 
duced two children), and two sons, 28 
and 22, the older one already happily 
married with a family of his own, and 
the younger one studying to be an astro- 
physicist. There is also a 78-year-old 
aunt to whom Mr. Executive contributed 
$5,000 for her “medical and general 
needs “last year. 

Mr. Executive’s balance sheet shows 
total assets of $595,000, about $225,000 
of which is in joint names but paid for 
by him while in addition the $40,000 
Florida home was purchased with funds 
furnished equally by husband and wife. 
He has a vested interest in the Hopeful 
Steel Company’s profit sharing plan, 
valued at $15,000, and a restricted stock 
option on 2,000 shares of the company’s 
stock, which would be worth $250,000. 
Mr. Executive has $125,000 of life in- 
surance, of which $50,000 of retirement 
income at 65 was “perpetrated” (as 
Mr. Copeland put it) by an old school 
chum who has since left the business; 


the other $75,000 is group life. Apart 
from this the only liquid assets are $7. 
500 in a joint checking account, $10,000 
in U. S. Bonds, and $125,000 in market. 
able securities. 

Mr. Executive has obligations total. 
ling $61,000, not including the $25,000 
mortgage on his Connecticut home 
which was deducted in arriving at his 
total estate. His annual salary is $100, 
000 and he has other income of about 
$6,275. 

Mrs. Executive has in her own name 
$250,000 of company stock inherited 
from her father (although Mr. Cope- 
land was quick to point out that her 
husband got where he is on his own 
merits). On this she receives dividends 
of $5,000. 

Mr. Executive has a will, executed 
when he was drafted into the Army, 
leaving everything to his wife. In addi- 
tion to the relatively predictable objec- 
tives of a man in this situation, he wants 
to protect his daughters, “do something” 
for his alma mater, and provide for his 
aunt if she should outlive him. His net 
income after taxes is about $40,000 and 
since he lives on a pretty high scale, he 
has very little of it left. He has not made 
any sizeable gift in the past. 

To help solve his problem Mr. Execu- 
tive has called upon his lawyer, trust 
officer and accountant, with all of whom 
he has worked in the past, and the 
attorney has called in an insurance un- 
derwriter. Representing these _profes- 
sions on the panel were, respectively, 
Rene A. Wormser of Wormser, Koch, 
Kiely & Alessandroni, New York; John 
M. Zuber, vice president and _ senior 
trust officer, Republic National Bank of 
Dallas; T. T. Shaw, C.P.A., Arthur 
Young & Co., New York; and James B. 
Irvine, C.L.U., chairman of the Million 








ESTATE PLANNING PANEL 
From left: James B. Irvine, C.L.U., Chattanooga; T. T. Shaw, C.P.A., New York; William 
J. Copeland, leader, Pittsburgh National Bank; Rene A. Wormser, attorney, New York: 
and John M. Zuber, Republic National Bank of Dallas. 
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Dollar ound Table, Chattanooga. The 
highlights of their comments follow. 

Mr. |i ormser: There is a minimum 
deficit of some $58,000 in liquid assets 
to meet the cash obligations of the es- 
tate. On an adjusted gross estate of 
something over $500,000 and taking the 
maximuin marital deduction (New York 
as well as Federal) taxes would come 
to $53,600, debts $61,000, administra- 
tion expenses $32,000, capital gains tax 
on the profit sharing distribution $3,- 
750, and cash to exercise the stock op- 
tion $190,000 — for a total of about 
$340,350 against which there is only 
amaximum of about $282,500 in liquid 
assets. Moreover, there are the twin 
problems of the necessity of additional 
funds on Mrs. Executive’s death and the 
possibility of further inflation in values 
by the time of death, which call for 
allowance of a safety factor in estima- 
ting the cash requirements. After every- 
thing has been settled, Mrs. Executive 
can look for only about $13,000 income 
from the estate, contrasted with better 
than $100,000 today. 

Mr. Irvin: Mr. Executive could 
convert his retirement income policy to 
ordinary life, thus reducing the premi- 
ums for the same face amount coverage 
and applying the saving to additional 
insurance. Further liquidity is clearly 
needed but the first step should be pos- 
ible reductions in transfer costs. 

Mr. Zuber: Mr. Executive should get 
asmuch of the insurance out of his tax- 
able estate as possible. The profit shar- 
ing interest can be removed from the 
estate by making it payable to an indi- 
vidual beneficiary or a trust, under Sec. 
2039(c) of the Code. Apart from Hope- 
ful stock, there is not much else to give 
away to reduce the gross estate because 
the other assets are needed for liquidity 
purposes. Something must be done 
about the concentration of the estate in 
Hopeful stock which produces a mere 
2% yield. 

Mr. Irvine: Ownership of the retire- 
ment income policy could be transferred. 
However, under most group insurance 
‘ontracts assignment is not permitted 
but some companies will waive this re- 
‘triction, 

Mr. Zuber: The insurance could be 
‘signed to a funded living trust the 
ftovisions of which would make liquid 
linds available to the executor. The will 
‘ould then pour over the remaining as- 
ls into this trust. Or Mrs. Executive 
ould create an irrevocable trust of her 
‘wn shares in the Hopeful company 
and Mr. Executive could assign the in- 
‘trance on his life to this trust. 
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Mr. Irvine: This would be an ideal 
arrangement, getting the shares and in- 
surance out of both spouses’ estates, at 
the same time providing for the chil- 
dren. 

Mr, Wormser: Consideration should 
be given to the possibility of negotiating 
with Hopeful for some executive pay 
plans, providing for deferred compen- 
sation. Such an arrangement would pro- 
duce income “in respect of a decedent” 
which would be taxable for estate tax 
purposes and then be subject to income 
tax in the hands of the recipient, with 
an allowance for the estate tax paid. 
Here, as in all cases involving this type 
of income, the income tax can be mini- 
mized by the creation of multiple trusts 
as the recipients of such income which 
will presumably fall into lower brackets. 

Tied in with this is the notion that in 
some cases it is better to consume princi- 
pal than to receive income. Thus, in the 
typical A and B (marital and non-mari- 
tal) trust set-up, the income from A 
is paid to the widow (as it must be to 
qualify for the marital deduction) but 
instead of requiring distribution of the 
B income to her, the trust provides for 
sprinkling or accumulation thereof while 
the principal of trust A can be used to 
make up for the income not received 
from B. This decreases the A fund 
which would be taxable in the widow’s 
estate, and builds up the B fund which 
can also be split off for the children as 
well as the widow. The arrangement 
might well be anticipated through the 
creation of inter vivos trusts, possibly 
using the existing insurance by taking 
paid-up and splitting the policy (elimi- 
nating future premium worries) and 
pouring over some executive pay plan 
death benefits. 

Mr. Irvine: The retirement income 
policy should be checked to see whether 
it permits exchange for a larger amount 
of fully paid-up insurance . . . Among 
the avenues of additional insurance cov- 
erage in the case are a stock redemption 
plan accompanied by insurance on Mr. 
Executive's life to make the purchase at 
his death, and a split-dollar policy. It 
would be possible to keep the proceeds 
of the latter out of his estate by making 
the arrangement with Mrs. Executive. 
Other possibilities for insurance lie in 
the existing profit-sharing trust and a 
new pension plan. 

Mr. Wormser: The profit-sharing plan 
can be coordinated with the split-dollar 
insurance, the declining term element of 
the latter being counter-balanced by the 
increasing interest in the profit-sharing 


fund. 
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Mr. Zuber: Mrs. Executive’s stock 
could be placed in an irrevocable trust, 
the income and principal (if necessary) 
to be used to pay premiums, with the 
children as beneficiaries of any residual 
income and the alma mater as remain- 
derman. The stock, which apparently 
has a low cost basis, could then be sold 
without any capital gains because of 
the remainder to charity. There would 
also be a current income tax deduction 
for the charitable remainder interest. 

Mr. Wormser: The case cries for ad- 
ditional insurance but where is the 
money to pay for premiums? 

Mr. Irvine: Mr. Executive could take 
out insurance for his college, assign 
all his interest to it and take a deduction 
for the premiums. He should also con- 
sider selling the hopeful stock now in 
order to increase the 2% yield he now 
receives. 

Mr. Wormser: On the other hand. 
there is the possibility of a substantial 
accretion in the value of Hopeful stock. 

Mr. Shaw: The company is quite 
profitable but earnings have been 
ploughed back into the business which 
explains the low yield. 

Mr. Wormser: A neat method of pro- 
ducing additional spendable income may 
be appropriate here. Mr. Executive 
could create a trust of $60,000 worth of 
Hopeful stock, to pay the income to 
charity for ten years, with the remain- 
der to his wife or family. The $1,200 
annual dividends that he now receives 
on that stock fall into a 75% tax bracket 
so that over a period of a decade he 
nets only $3,000 from them. According 
to Treasury tables, the value of a gift 
of income for ten years is 29.1% of the 
principal sum, so that Mr. Executive 
can take a deduction on his current in- 
come tax return of $17,460 which at the 
75% rate saves him $13,095 in taxes 
for which he has given up only $3,000 
in net dividends. The remainder to his 
family is reportable for gift tax purposes 
at 70.9% of its value, but this comes 
well within the lifetime exemption of 
$60,000 (assuming Mrs. Executive’s 
consent). The cash saving can be used 
to purchase insurance. This plan can be 
repeated in subsequent years, but with 
some gift tax liability after the exemp- 
tion and annual exclusions are exhaust- 
ed. If a series of trusts is thus created, 
the remainders should be varied to 
avoid any future change in the tax law 
which would aggregate the income of 
multiple trusts. 

There is an unusual leverage in Mr. 
Executive’s case for this term charitable 
trust program because income is calcu- 





lated on an assumed 3.5% basis whereas 
the true present yield is only 2%, Al. 
though not appropriate in the instant 
fact situation, a further saving can be 
accomplished by extending the trust 
term so that the remainder goes to the 
grandchildren. For example, income 
over a 25-year term is valued at some 
40% of current worth, thus reducing 
the value of the remainder in determin. 
ing gift tax liability. A caution: the 
trustee should be granted investment 
discretion so there will be no question 
about the government’s allowing the 
3.5% assumed yield. 

Mr. Irvine: There is a danger where, 
as here, there is need for a substantial 
amount of insurance and very little 
money with which to pay for it, that the 
client will want to purchase term insur- 
ance. At age 60 this is hardly desirable 
and at conversion age five years hence 
the premium will be most costly. A bet- 
ter policy, involving a form of term, 
offers the option to use dividends to 
purchase renewable term insurance 
equal to the cash value. The cash value 
can itself be borrowed to finance the 
premiums. In some cases this works out 
to a lower cost than regular term, even 
if the interest to carry the premium fi- 
nancing loan should in the future be 
disallowed as an income tax deduction 
(although a change in the law is un- 
likely because of the huge problem of 
enforcement) . 

In essence, a split-dollar arrangement, 
whereunder the company pays that part 
of the premium equivalent to the in- 
crease in cash value and the insured 
pays the difference as reduced by divi- 
dends, with the company ultimately get- 
ting the cash value and the beneficiary 
the difference from the face amount) 
is a term policy insofar as the insured’s 
interest is concerned. As a temporary 
measure, term for a year or two, with 
conversion to permanent insurance al 
that time, might not be objectionable 
here. 

Mr. Zuber: Insurance is needed here 
not only for liquidity but to provide 
additional income for Mrs. Executive. 
A deferred compensation plan seems 10 
be indicated to fill this need in part. 

Mr.-Wormser: If insurance is tied 
in with such a plan, tax difficulties may 
arise. As previously suggested, consid- 
eration should be given to spreading 
any such income in lower brackets. 

Mr. Shaw: If a deferred compens* 
tion plan is entered into, it should be 
made clear that the payments after age 
65 are not to be made to Mr. Executive 

(Continued on page 233) 
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INVESTMENT and ADMINISTRATION 


of Pension and Profit-Sharing Trusts 


HE SESSION OF THE Mip-WIDWINTER 

Trust Conference devoted to Pen- 
sion and Profit-Sharing Trusts heard a 
plea for greater emphasis upon mort- 
gages as a continuing investment me- 
dium for employee benefit plans. 

B. Frank Patton, vice president of 
Morgan Guaranty Trust Co. of New 
York, acted as panel leader with Joseph 
R. Gathright, vice president, Kentucky 
Trust Co., Louisville; William F. Kees- 
ler, senior vice president, First National 
Bank of Boston; and Robert S. Swaim, 
vice president, First National Bank of 
Chicago. 

Prior to the panel session, Dr. Kurt 
F, Flexner, director of the Mortgage 
Finance Committee of the American 
Bankers Association, examined the 
merits of mortgages in pension fund 
portfolios, stressing particularly their 
vast improvement over the past 25 years. 
Whether conventional or with govern- 
ment guaranty, careful selection and 
regular amortization have combined to 
produce an extremely low percentage of 
delinquencies which, together with the 
superior return as compared with con- 
ventional investment media, should stim- 
ulate trustee interest. 

Mr. Keesler, long a supporter of 
mortgage investment, seconded Dr. 
Flexner’s suggestions. Pension trustees 
should not merely hold a minimal posi- 
tion of one or two per cent of total 
assets in this category, which merely in- 
dicates a lack of interest, but should 
have at least one thoroughly equipped 
oficer to do a real job in building up 
the mortgage position to the 12%-15% 
area, Government guaranteed mortgages 
have proven themselves good and they 
tan be ranked as AA bonds. The casual 


investor cannot always rely upon filling 






PANEL ON PENSION AND PROFIT-SHARING TRUSTS 


his needs but when institutions work on 
a regular schedule they will encounter 
no difficulty in this regard. 

Mr. Keesler said that to some extent 
the lack of experienced mortgage per- 
sonnel in trust institutions has restricted 
competition for mortgages and_ has 
thereby helped to maintain their yield 
advantage as compared with bonds. 
There is, he said, something for every- 
one in the mortgage field; for example, 
mortgages can be warehoused temporar- 
ily pending placement with others and 
servicing in the local area can be profit- 
able as well as creating close relations 
with investing sources. From the longer 
viewpoint also, many older cities in the 
United States will have to be largely re- 
built over the next decade with both 
public and private funds and the trust 
institutions should be thoroughly abreast 
of developments in this area and meth- 
ods of financing lest they be unfairly 
critical of Washington’s actions. 


Keogh Trusts and Profit-Sharing 
Plans 


Mr. Gathright spoke on Keogh-type 
trusts under the pending legislation. In 
his opinion, the latest version of the 
bill has greatly restricted the advantages 
for trust companies, both from the pro- 
motion and potential profit angles. Soli- 
citation of individuals would be almost 
prohibitive and a mass approach by 
group enrollment the only solution. Mr. 
Gathright noted that trust services, de- 
spite their excellence and steady expan- 
sion, still reach only a limited portion 
of the public and he therefore advocates 
promotion of the Keogh service, sub- 
ject to decision when in final form. 

Trustee participation is specifically 
contemplated in the bill and pressures 


From left: Joseph R. Gathright, Kentucky Trust Co., Louisville; Dr. Kurt F. Flexner, 

lrector, Mortgage Finance Committee, American Bankers Association; B. Frank Patton, 

leader, Morgan Guaranty Trust Co. of New York; presiding officer, Charles W. Hamilton, 

National Bank of Commerce, Houston; Robert S. Swaim, First National Bank of Chicago; 
and William F. Keesler, First National Bank of Boston. 
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for experienced trust cooperation will 
be great but a realistic fee schedule, 
probably higher than presently accepted, 
will undoubtedly be needed in order to 
break even. 

Mr. Swain pointed out the steadily 
growing interest in profit-sharing plans 
which, because of their flexibility and 
adaptability, are often used in lieu of 
retirement benefit plans. Ten years ago, 
this group represented only 25% of 
plans approved by the Treasury as 
compared with almost 50% at the pres- 
ent time. About 21.7 million workers 
are now estimated to be covered by 
qualified retirement or profit-sharing 
plans, leaving some 45 million persons 
outside the tent; with the vast majority 
of larger companies having already es- 
tablished retirement programs, the 
greater growth inevitably lies in the 
profit-sharing field. 

Mr. Swaim admitted that profit-shar- 
ing plans lack the assurance of a fixed 
retirement benefit, because of uncertain 
reserves and lack of past service benefits. 
However, if 8% of an employee’s an- 
nual salary were to be compounded at 
a% over a 35 year period, he would 
have at retirement 51% of his annual 
average salary. Contributions might, of 
course, vary from year to year but Mr. 
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Swaim was optimistic enough to feel 
that the variation need not necessarily 
be too drastic, with some slim years 
offset by prosperous ones. 

There follows a summary of the 
panel’s answers to questions submitted 
in advance. 


Some Problems of Administration 


Proper records are essential in the 
administration of employee benefit trusts 
in general and, while the bank trustee 
may not be legally liable for incorrect 
or missing records, it must face its re- 
sponsibility in a moral sense, according 
to Mr. Swaim, with the result that his 
bank deals only with organizations of 
high reputation. Mr. Gathright said that 
his company would prefer to take over 
the record-keeping if it had doubts as 
to its accuracy. 

The same attitude governs other simi- 
lar situations, such as where investment 
discretion is reserved to a company com- 
mittee or there is pressure for invest- 
ment in company securities. The trustee 
cannot, in the first instance, close its 
eyes to improper investments but must 
take a firm stand or resign in favor of 
another trustee, perhaps retaining a 
custodian relationship. Where a com- 
pany’s own securities are involved, the 
trustee would not be incorrect in in- 
cluding secured commitments if of trust 
investment quality and treated in a 
strictly objective manner. 

Mr. Swaim pointed out the possible 
embarrassment in having to eliminate 
at a future date the company’s own 
stock due to deterioration in quality. 
Also, inclusion of a company’s stock in 
its benefit plan portfolio may raise a 
conflict as to who should vote it if, for 
example, the question of a merger might 
adversely affect the employees and their 
stake accumulated over the years. His 
institution would prefer not to have 
voting authority for employer stock in 
a profit-sharing fund. 

Other observations on this moot ques- 
tion were to the effect that, even though 
later sale might be embarrassing, own 
company stock may be carried in the 
company plan if used in other accounts 
and the commitment percentage in the 
company portfolio is not in excess. If 
concentration is above this point, Mr. 
Patton said that his bank would insist 
upon a power of direction from the 
company to place them in the clear. Mr. 
Swaim also said that his bank avoided 
the problem but, if inescapable, always 
had the terms spelled out in the agree- 
ment. Mr. Gathright also reported that 
terms of inclusion of company stock 





should appear in the agreement which 
shows that the subject has been antici. 
pated. 


Mortgages and Leasebacks 


In reply to several queries Mr. Kees. 
ler expanded his previous remarks upon 
his predilection for real estate commit. 
ments in pooled funds. On the matter of 
valuation of residential mortgages for 
unit purposes, he felt that this should 
not be too difficult, whether in good 
standing or in default. In the first case, 
it is a rate risk while the underlying 
worth, even if delinquent, can still be 
readily appraised. 

Mr. Patton remarked that his institu- 
tion has not used leasebacks in its profit- 
sharing or pooled funds because of lack 
of a satisfactory method of close ap. 
praisal of residual value if liquidation 
is involved. Otherwise they are, if well 
selected, a sound commitment, a state- 
ment in which Mr. Keesler concurred re- 
garding their particular adaptability for 
long-term purposes. While such invest- 
ments are tricky and time-consuming, 
their added yield warrants additional 
trustee compensation, to be determined 
in advance. 

Mr. Keesler discussed the wisdom of 
geographical diversification in mortgage 
selection, such as avoidance of “one- 
industry” towns and spots where com: 
pany installations now exist. He like- 
wise noted that the investment yield of 
perhaps two-thirds of all corporate pen- 
sion funds falls into the 314%-414% 
range, with an: average of around 3.6%. 
with only eleven out of 170 funds re- 
turning in excess of 5%. Subject to 
acquisition and servicing costs, well-se- 
lected mortgages can produce around 
514%, a rate which should prove at- 
tractive to building up the mortgage 
portion of a portfolio to the suggested 
15% figure, as contrasted with the al- 
most negligible 2% now prevalent. Of 
course, however, where state laws pre- 
sent such barriers to foreclosure as an 
eighteen month waiting period or other 
deterrents, it is wise to avoid them. 

The panel also discussed the matter 
of realizing profits in a pension port: 
folio with the aim of reducing the em- 
ployer’s’ unfunded liability and conclud- 
ed that there was no objection to 
spreading market appreciation on the 
record books by sale of the appreciated 
security or securities. The objective, 
however, must not be to make a switch 
solely because of a price rise but, inas- 
much as the trustee sometimes uses the 
sales inducement of possible reduced 
pension costs through the fund’s growth 
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potential. the latter should be permitted 
to benefit from it if achieved. 

Because of uncertainty as to the final 
form of the Keogh Bill, Mr. Gathright 
remarked that the form of investment 
might either be in a common trust fund 
or a commmingled-type fund as permitted 
by Section 10(c) of Regulation F, both 
of which are permitted by the Smathers 
version of this legislation. The 10(c) 
funds are designed for larger corporate 
employers and their investment ap- 
proach therefore might be distinct from 
ordinary common trust funds; also dis- 
qualification of some individual Keogh 
accounts might endanger the 10(c) 
funds. Rates will have to be determined 
later but a graduated scale, perhaps 1% 
for the first $10,000 and 1%4 of 1% 
above that figure, might be employed. 
Mr. Gathright reported that experience 
with pooled funds indicated a definite 
overall saving in costs, especially in 
small to medium-sized profit-sharing 
plans with split funding. Investment ex- 
penses are reduced but some rise may 
be noted in administration and account- 
ing overhead. 


A AA 


ESTATE PLANNING PANEL 
(Continued from page 230) 


as an employee of the company but as 
an independent contractor. This is ne- 
cessary in order to claim social security 
benefits. 

Mr. Wormser: This is also true with 
respect to the distribution of the profit- 
sharing interest so that it can be taken 
down with capital gain treatment. Al- 
though no conditions are required to 
be imposed in these deferred pay plans, 
itis desirable from the company’s stand- 
point to put in a “no-compete” clause. 

Mr. Zuber: Suppose the Hopeful com- 
pany were to arrange to pay $100,000 
to a trustee under terms attached to the 
compensation agreement? 

Mr. Wormser: The entire $100,000 
might be subject to income tax in one 
year. 

Mr, Shaw: Section 303 of the Code 
(permitting redemption of stock to pay 
death taxes and administration expenses 
without characterizing the proceeds as 
dividend income) would be an approp- 
rate solution here. The Hopewell stock 
is clearly worth more than 35% of the 
net estate if the full marital deduction 
is used (and more so if the stock option 
Is exercised) . 

Mr. Zuber: If a bank were named as 
executor of the will, it would probably 
seek somebody to be ready to purchase 
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the stock after exercise of the option 
because the Hopewell holdings represent 
so large a part of the estate and the 
yield is so low. 

Mr. Irvine: A deferred compensation 
plan might be worked out whereby split- 
dollar insurance would be used to pay 
benefits to the widow if Mr. Executive 
dies before retirement but if he lives 
the company would take over the entire 
policy to fund the benefits for Mr. Ex- 
ecutive. Thus the proceeds payable on 
death before retirement would pass free 
of taxes as insurance, avoiding the pre- 
viously mentioned “income in respect 
of decedent” problem. 

Mr. Wormser: A Clifford-type trust is 
indicated for the aunt’s needs. Appar- 
ently Mr. Executive is using $5,000 
after-tax dollars for medical and sup- 
port purposes. A trust for her life with 
reversion to him would not only get the 
income out of his high bracket but prob- 
ably pass all the income free of tax in 
the aunt’s hands because of the medical 
expense deduction which can run as 
high as $15,000 for persons over 65. 
The tax saving will free further sums 
for acquisition of needed insurance. 

The three residences raise a red flag 
as to the possibility of multiple domicile 
claims and taxation. This calls for defi- 
nitive action on Mr. Executive’s part to 
pinpoint his true domicile, which will 
depend on such matters as time spent at 
the various abodes, where he votes, and 
where he exercises any hobby. If he 
were to give up the New York apart- 
ment and stay in Connecticut, he would 
save state income taxes but this might 


be overbalanced by an increase in estate 
taxes because Connecticut, unlike New 
York, does not have a marital deduc- 
tion. 

Mr. Shaw: Some action should be 
taken with respect to the jointly owned 
property. 

Mr. Wormser: Ordinarily it is not 
worthwhile to split the ownership once 
it has been so registered. There may be 
gift tax complications, going back to 
the prior law which required a return 
when property was purchased in joint 
names with the funds of one only. Per- 
haps it would be best to sell the Florida 
property. 

Mr. Zuber: The New York apartment 
might be the logical place to sell. If the 
family desires to keep the Florida home, 
the ancillary probate proceedings that 
would be required on Mr. Executive’s 
death could be eliminated by a present 
transfer of the property in trust. re- 
serving a life estate. 

Mr. Copeland: If Mr. Executive 
moves to Florida, the lawyer will lose 
a client, the bank will lose an estate, and 
the accountant is in trouble for not hav- 
ing provided sufficient data, but the un- 
derwriter is going to get the premium 
money now! 

(In the question period that followed, 
one point clearly established was that 
the privilege of paying the estate tax 
in 10 annual installments has not met 
with favor on the part of professional 
executors because of the many compli- 
cations surrounding its exercise, and it 
is not likely to be availed of. Cf. T&E, 
Dec. *60, p. 1134.) 
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CORPORATE TRUST BUSINESS 


RAY F. MYERS 


Vice President, Continental Illinois National Bank & Trust Co. of Chicago 


E ARE IN NEED OF “IMAGINEERING” 
Wi: corporate trust business. For 
one thing, we are dealing with more and 
more people who have just become 
shareholders of companies for the first 
time. Common stocks are becoming the 
popular investment; and, with the in- 
troduction of the monthly investment 
plans and investment clubs. many peo- 
ple of even moderate means are being 
introduced to this investment medium. 

United Shareholders of America con- 
ducted a survey of shareholders last 
year and announced the conclusion that 
the majority of shareholders in America 
are “dangerously ignorant — unable to 
name a single product or a single presi- 
dent of any company in which they held 
stock. It takes reams of correspondence 
for transfer agents to explain to their 
new investors even some of the simplest 
forms commonly used in our business. 
In addition, new investors are easy 
marks for some of the “get rich quick” 
companies. 

Looking at another area we can an- 
ticipate that some of the larger com- 
panies which acquire computers will be 
under pressure to keep their machinery 
working 24 hours a day. Already some 
are questioning whether they might han- 
dle their own stock transfer work as a 
by-product of their computer operation. 
It behooves us to “imagineer” ourselves 
into a position where our experience 
and services will be indispensable. 

Other areas which need our attention 
and ingenuity are: means of combating 
the increased postage expense involved 
in mailing out certificates, annual re- 
ports, etc.; new approaches to the 
handling of securities on an _ uncer- 
tificated basis — that is, maintaining 
IBM card records of certificates held 
rather than actually issuing certificates; 
helping companies to solve the eternal 
storage problem. 

A first step in meeting the situation 
is a candid determination of whether 


your corporate trust division needs to 


From address at Mid-Winter Trust Conference, 
New York, Feb. 7, 1961. 
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improve its new business efforts. Com- 
placency tends to grow out of the fact 
that many corporate trust appointments 
are for an indefinite period. In reality, 
these appointments disappear for many 
reasons. A local company may plan to 
list on one of the New York exchanges 
and to move its principal activity to 
New York. A company may have been 
refused a loan requested of the com- 
mercial banking department, with the 
result that the company has decided to 
do its banking elsewhere. Ofttimes, your 
competitor is smart enough to tell the 
new account that the bank will be glad 
to make the loan and take on the com- 
mercial relationship, but would also like 
to have the company’s pension plan, 
transfer agency, and other allied ac- 
counts. What was considered a perma- 
nent piece of business has moved to an- 
other organization. 


There are also times when a company 
gets dissatisfied with our _ services. 
Sometimes a very innocent mistake will 
trigger the closing of an account. For 
example, a company secretary phoned 
his transfer agent and, without identi- 
fying himself, asked a very innocent 
question. The bank employee volun- 
teered a considerable amount of other 
confidential information which the cor- 
porate secretary felt should not have 
been handed out to an unidentified in- 
quirer. Thus ended another so-called 
permanent relationship. 

Sometimes accounts leave us as a re- 
sult of changing personal relationships. 
as when a director of a bank is named 
director of a much larger bank and 
moves the appointment along with his 
directorship. Also some so-called perma- 
nent relationships are terminated by 
companies on the assumption they can 


achieve some economy by so doing. A 


number of appointments by their very 
nature are for a limited period of time 
and begin to liquidate themselves from 
the very inception of the account: trus- 
teeships, agencies, bond issues, and 
other appointments which have a defi- 
nite termination date. 


Can You Handle the Business? 

This is a very competitive business, 
and to stay in the competition you must 
be prepared to offer a complete service 
to your customer or prospect. As trans- 
fer agent. for example, you must be 
able to handle not only the transfers, 
bookkeeping, and dividend payments, 
but to advise and work with companies 
on many special situations such as buy- 
sell arrangements for stock dividend 
fractions and often complicated stock 
subscriptions involving the issuance and 
purchase and sale of rights. 

Those who are not yet in this field, 
should consider that the business re- 
quires substantial volume before it be- 
comes profitable. A million-dollar-bond 
trusteeship generally calls for a fee of 
only $500 per year. When you add up 
the expense involved in legal counsel's 
fees. the liabilities you assume, the rec- 
ords and tickler files you must maintain, 
the provision you must make for the ex- 
change and registration of the bonds 
and for handling lost securities, the 
vault protection which you must pro- 
vide, etc., this business is not attractive 
except in volume. A trusteeship also 
entails the provision for other services 
such as coupon paying. Here again 
standard maximum rates of 5c per cou- 
pon require large volume before any 
profit will be realized. The million-dol- 
lar trusteeship may produce coupon-pay- 
ing fees of only $100 per year, for 
which you must maintain facilities for 
accepting coupons as they come to you 


on a day-to-day basis, requiring space, 


people, and time. You will often have 
co-agents in other major cities and will 
receive only a portion of the coupons. 
This is clearly not a lucrative operation 
unless you have volume. 


Selling Points 


Analyze carefully your organization 
to find the particular characteristic 
which will make your bank stand out 
in this competitive market. Search for 
something special — the sales approach 
which will point to your bank alone. 
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Jt ma: be prestige in your particular 
community, the personalities in your 


corpor “te trust division and their ability 
to wore. with people, the unique services 
which «our bank is in a position to of- 
fer. Ore of the best examples of this 


is the ‘cemendous job the banks in the 
Boston area have done in offering serv: 
ice to snutual funds from all over the 
United States. To a great extent, they 
have cornered the market on this type 
of business by offering a complete serv- 
ice and becoming proficient in this 
field. 

Another selling point is your geo- 
graphic location. You may be situated 
near brokers, insurance companies, and 
banks that would normally use your cor- 
porate facilities. In contrast to the com- 
pany which may now be acting as its 
own transfer agent, you can offer a con- 
venience in the form of window service 
and mail facilities because of your loca- 
tion in the financial area of your city. 

Perhaps your selling point is a piece 
of machinery you have recently added. 
We have found companies extremely 
interested in the reports we can give 
them through some of our IBM equip- 
ment, showing a breakdown of their 
shareholders into several classifications 
so that the corporate secretary can 
learn the numbers and type of share- 


holders he has in a particular area. This 
has been very helpful to some of the 
automobile companies which have used 
this geographical breakdown to send 
out letters to their shareholders in a 
particular area inviting them to a show- 
ing of the new models nearby. 

We have recently helped develop a 
machine which enables us to mail out 
a company’s annual report, together 
with an IBM card proxy, all enclosed 
in a window envelope. The unique 
feature is that the punch-card proxy can 
be mechanically enclosed with a large- 
sized annual report, since a spot of glue 
is dropped on the proxy to hold it in 
place in the window envelope. 

You may have something to offer in 
terms of the protection afforded by your 
vaults, guards, insured mail policies, 
and other similar arrangements which 
are difficult for an individual company 
to provide for itself. 

You can add to this list yourself those 
things which make your organization 
unique and put your bank one step 
ahead of your competitor. 


Finding Your Prospects 


Where do you go to find people who 
are in need of corporate trust services? 
In its simplest form, the answer is that 


any company or government entity 


which is seeking to raise funds is a Jike- 
ly prospect. 

One worthwhile approach is the ex- 
amination of plans for public works in 
your community. Many of us have found 
the trustee and paying agency appoint- 
ments which grow out of the develop- 
ment of toll roads, exposition halls, 
county buildings, airports, and similar 
projects very desirable business. Local 
pride is such that the local bank is 
often in the best position to receive 
these appointments, if equipped to han- 
dle the business. 

Another fertile field in recent years 
has been the close-held corporation 
which has gone public. Often this move 
is dictated by attorneys who are plan- 
ning the estate of the principal share- 
holder and need both liquidity and an 
established market value for the stock. 
One of the most fabulous situations of 
this sort during the past year or so was 
the sale of Transitron where, for $36- 
million, the owners sold out only 15% 
of the ownership of this close-held com- 
pany. There are similar situations in 
your community, though undoubtedly 
not on this scale. The problem will be 
to ferret out information concerning 
these offerings in the initial planning 
stages so as to be first in line when the 
transfer agent or registrar is named. 
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A third possibility lies in being 
named co-transfer agent for companies 
listed on the New York Stock Exchange. 
Many of these companies are now estab- 
lishing regional transfer facilities and 
listing on the regional exchange as a 
further convenience to their  share- 
holders and a stimulant to trading. 

Another fertile source is the com- 
panies which are presently handling 
their own transfers. Often the work is 
handled by a secretary or clerk who 
has been taking care of these transfers 
for years and is now reaching retire- 
ment age. The volume of transfers may 
have grown in the past few years to 
the point that the company finds this 
work burdensome. The company may 
also feel that any replacement for this 
valued worker may not be as stable. 

Mergers and acquisitions, so prevalent 
these days, are another source of busi- 
ness. You may be in a position to han- 
dle the stock subscription, exchanges, 
escrow, or other arrangements. 

The companies which are presently 
your transfer customers may be mailing 
their own dividends and annual reports. 
These additional services should be 
brought to their attention. 

The problem is not that there are 
not enough prospects. The problem is 
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to ferret them out at an early point be- 
fore they have committed their business 
to one of your competitors. 


Your Best Salesmen 


Where are you going to find your 
salesmen? All of you have contact with 
owners of close-held businesses, under- 
writers, and others who are a fertile 
source of business. Many of your present 
customers are in need of some of your 
services and through those customers 
you may find an entree to others. 

Look to the investment bankers in 
your community. They constantly work 
with close-held companies which are 
about to make a public offering. Often 
the underwriting contract gives the un- 
derwriter the prerogative of naming the 
transfer agent and registrar. It hardly 
seems necessary to point out to any 
trustman that attorneys and accountants 
are a fertile source of all kinds of trust 
business. Your bank directors ought to 
be good salesmen for you. They are men 
of distinction and position in your com- 
munity and are often able to open doors 
for you by introducing you to some of 
the top people you are seeking to con- 
tact to develop new corporate trust busi- 
ness. Your regional stock exchange is 
not to be overlooked. It is just as 
anxious to bring new business to your 
area as you are. If you survey the 
situation, you will find, too, that the 
majority of your corporate trust busi- 
ness comes through the contacts of your 
commercial bank officers. 


Creating an Awareness 


In the staff meeting of your top peo- 





ple, the chairman of your broad, presi. 
dent, senior vice presidents, and other 
senior commercial officers, sell them on 
the advantages which the bank will ac. 
crue through their helping you to get 
new corporate trust business. Begin by 
showing them the contribution your 
division is making to the bank. If yoy 
can point to earnings which you con. 
tributed to the net profit of your bank 
last year, you will find the commercial 
men receptive to assisting you in boost. 
ing those earnings. You should be able 
to point to sizable bank balances which 
have resulted from your business. It js 
quite possible that your trust depart. 
ment is one of the best customers your 
commercial bank has. Also a good cor. 
porate trust relationship obviously con. 
tributes to the retaining of a good com. 
mercial customer. It is essential that 
you make your contribution to the bank 
apparent to your commercial officers, 
Having created a receptive climate, 
cite examples of companies which have 
named you transfer agent as a result of 
the retirement of their clerks. Inform 
them concerning the special equipment 
and special services you can offer their 
customers. Make them aware of the tax 
savings from transfer facilities in your 
state. Alert them to services you can 
offer companies considering a merger 
or acquisition. Tell them of your know- 
how, of your experienced people, of the 
jobs you have done for others of their 
customers. Make them aware that you 
are interested in any long term fi 
nancing. When the corporate treasurer 
asks for a loan which is beyond the term 
limits of your particular bank, your of. 
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fcers should alert him to the possibility 
of long ‘erm financing and of your serv- 
ices as irustee and paying agent under 
a bond indenture. 

Once you create an awareness on their 
part, their new business efforts will 
snowbal! and you will find them calling 
you to see if you would be interested in 
a particular situation. 

On the next level, with the officers 
who are most likely to be out ringing 
doorbells. follow a similar pattern but 
be more specific. Talk about particular 
companies. Illustrate with an analysis 
of some of the companies on which they 
call. Suggest approaches to specific 
prospects. Prepare a call sheet for the 
oficer showing all the pertinent infor- 
mation on the company he plans to visit. 
With a sheet on your prospect which he 
can slip into his little black book, he 
will do a better job of selling your serv- 
ice. Show him where the stock is now 
traded and transferred, the number of 
shares outstanding, the principals in the 
company who are major shareholders, 
and a resume of any previous contacts 
you have had with the company. Spell 
out the approach to make in talking 
to this company. 

Your commercial men will need guid- 
ance as to the characteristics of a good 
prospect. You don’t want to be com- 
mitted to accept a piece of business any 
more than they would want you to com- 
mit them to a loan. There are, however, 
yardsticks which will be of some guid- 
ance. You will want to be associated 
only with a legitimate business. A com- 
pany may be anxious to trade on your 
name, realizing that a prospectus which 


shows your bank as fiencher agent may 
give an appearance of stability to an 
otherwise shaky situation. You will want 
to examine the situation to see whether 
the planning is financially sound, the 
management experienced , the people 
reputable. Are the underwriters, ac- 
countants, attorneys who represent the 
company people of stature with whom 
you would want to be associated in a 
business enterprise? 

A little creative thinking about your 
bank and the services you are perform- 
ing will pay large dividends. This is 
creative “imagineering.” 
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Florida Trust School in June 


The second annual session of the 
Trust Training School sponsored by 
the Trust Division of the Florida Bank- 
ers Association will be held in Gaines- 
ville, June 11-17. This will be the second 
phase of the three year cycle for the 
School, which is conducted in coopera- 
tion with the Management Center of 
the College of Business Administration 
and the General Extension Division of 
the University of Florida. 

The program, planned particularly for 
those in the senior clerk and junior offi- 
cer categories, presented “Trust Opera- 
tions” in 1960 and this year will con- 
centrate on subjects related to “Trust 
Administration and Trust Investments.” 
The third year will take up “Trust De- 
velopment and Taxation.” The School is 
coeducational. Information and applica- 
tion forms are available from Floyd M. 
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First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Micsonsi or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 





Call, Executive Secretary, Florida Bank- 
ers Association, 203 North Main St., 
Orlando. Registration this year will be 
limited to 60 students. 
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GeorciA BANK OFFERS EXECUTIVE 
TRANSFER SERVICE 

Business executives who are trans- 
ferred to Georgia can now obtain prac- 
tical personal assistance from Georgia’s 
statewide Citizens & Southern National 
Bank. In each of 11 cities the bank has 
an Executive Transfer officer to assist 
in locating and financing living quar- 
ters, provide local information for such 
matters as schools, shopping, doctors, 
voting requirements and auto registra- 
tion and driver’s license. 

New trust department business could 
easily be the long range result of this 
service, which is available through the 
C&S service offices in New York and 
Chicago as well as locally. 
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CANADIAN TRUST CONFERENCE 


The annual meeting of the Trust Com- 
panies Association of Canada will be 
held on April 27 at the Royal York 


Hotel in Toronto. 








b> 1 


QUALIFIED 
FOR 


TRUST SERVICES 


IN 
FLORIDA 


COMPLETE TRUST FACILITIES SSS 


NATIONAL BANK 


IN FORT LAUDERDALE 
EAST LAS OLAS BLVD. AT 3rd AVENUE 








Member Federal Deposit Insurance 
Corporation and Federal Reserve System 





TRUST DEPARTMENT 




















Marcu 1961 


237 








Bank Fiduciary Fund Elects 


Charles E. Treman, Jr., president, 
Tompkins County Trust Company, Ith- 
aca, has been re-elected president of 
Bank Fiduciary Fund. The Fund pro- 
vides a legal investment medium for 
trusts, estates and guardianships admin- 
istered by banks in New York State. It 
was organized by the New York State 
Bankers Association in 1955 as the first 
such mutual trust investment company 
in the United States. 

On February 1, 1961 the market 
value of the Fund amounted to slightly 
over $10.5 million. Shares in the Fund 





are held by 53 banking institutions and 
had a market value of $115.39 on Janu- 
ary 31, 1961. The quarterly dividend 
declared was $1.067 per share. 

New directors for three year terms 
are: 

John A. Becker, senior vice president 
& trust officer, First Trust Co. of Al- 
bany, Albany; Robert F. Carpenter, sen- 
ior vice president & trust officer, Water- 
town National Bank, Watertown; John 
T. C. Low, vice president & trust officer, 
Lincoln National Bank & Trust Co., 
Syracuse; and Clarence G. Noel, vice 
president, First National City Trust Co., 
New York City. 
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Bank of the Southwest 
Can Help You in Texas 


The large and fully organ- 
ized Trust Department of the 
Bank of the Southwest is 
available to banks and trust 
companies throughout the 
nation, and to their customers 
for any fiduciary services, — 
including Transfer agent, 
Registrar and fiscal agencies, 
— needed in Texas or the 
great Southwest. Address 
Trust Department 
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HOUSTON 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


Capital $15,625,000.00 

Surplus $15,625,000.00 

Total $31,250,000.00 
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Other officers elected are two Vice 
Presidents — Charles M. Bliss, execy. 
tive vice president of The Bank of New 
York. and Eugene H. Morrison, vice 
president & trust officer, Orange County 
Trust Company of Middletown. Charles 
E. G. Lloyd, Secretary, Trust Division, 
New York State Bankers Association, 
was re-elected Secretary-Treasurer. 
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Individual Taxable Income 
Made Record High in 1958 


The total (net) adjusted gross in- 
come on returns filed for the income 
year 1958 (latest available) reached a 
new high of $281.2 billion, according to 
the Internal Revenue Service. The 1958 
figure was $834 million higher than that 
for 1957 despite a reduction of 740 
thousand in the number of returns. The 
smaller number of returns reflected the 
1957-58 economic recession. 

The most notable increased occurred in 
the increase of $844 million in gains 
from sales of capital assets. In contrast, 
salaries and wages after excludable 
sick pay showed a decline of $526 mil- 
lion, 

Under “Sources of Income” the Re- 
ports list data regarding income from 
estates and trusts from which the fol- 
lowing figures are compiled: 


Adjusted Gross Income No. of Amount in 

Returns thousands 
Under $1,000 - 3,385 $ 1,578 
$1,000-$5,000 78,045 68,835 
$5,000-$10,000 96,679 101,421 
$10,000-$100,000 131,367 341,107 
$100,000-$1,00,000 _. 4,042 55,627 


or more 


Included in the last classification were 
52 returns with gross income over 
$1,000,000 representing income from es- 
tates and trusts aggregating $5,747,000. 
Total taxable returns numbering 313,518 
had income from estates and trusts of 
$568,563,000. Non-taxable returns (not 
included above) numbered 57,361 and 
had aggregate income from estates and 
trusts of $49,455,000. 
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e One of the most significant develop- 


ments of the past year at Valley Bank 
& Trust Co., Springfield, Mass., was 
the establishment in the Trust De- 
partment of the Valley Charitable Trust 
Fund. This action grew out of funds be- 
queathed under the will of a former 
director, the late John Oakley. The Fund 
is open to contributions from anyone and 
the income is to be used for “public char- 
ities and public charitable enterprises.” 
The identity of gifts and bequests will 
be preserved but the Fund will be ad- 
ministered as a unit. 
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PANEL ON PROBLEMS OF SMALL AND MEDIUM TRUST DEPARTMENTS 





From left: Waldemar F. Pralle, City National Bank and Trust Co., Oklahoma City; Ray 

F. Myers, Continental Illinois National Bank and Trust Co. of Chicago; James S. Barker, 

leader, Merchanicks National Bank of Concord, N. H.; L. C. Dilatush, Merchants National 

Bank & Trust Co., Indianapolis; and Henry W. Brockenbrough, State-Planters Bank of 
Commerce and Trusts, Richmond, Va. 





AIDS TO SMALL AND MEDIUM 
TRUST DEPARTMENTS 


HE Mip-WINTER TRUST CONFERENCE 
, ame on Small and Medium Trust 
Departments featured, in addition to 
prepared talks, a panel which was ably 
moderated by James S. Barker, presi- 
dent, Mechanicks National Bank, Con- 
cord, N. H. Members were: Henry W. 
Brockenbrough, Jr., trust officer, State- 
Planters Bank of Commerce & Trusts, 
Richmond, Va.; L. C. Dilatush, vice 
president and trust officer, Merchants 
National Bank & Trust Co., Indian- 
apolis; Ray F. Myers, vice president, 
Continental Illinois National Bank and 
Trust Company, Chicago, and Waldemar 
F, Pralle, vice president of City National 
Bank & Trust Co., Oklahoma City. 

Asked whether executorships and ad- 
ministratorships in general formed the 
backbone of trust business, the panel 
agreed that actually a department takes 
accounts as they come, but the longer 
lasting accounts are more profitable. 
Hence trusts, and particularly charitable 
trusts, have important duration value. 

A small trust department, to compete 
effectively, must emphasize competency. 
Itis not numbers, but people that count. 
people of quality. Also the smaller de- 
partment should recognize what types 
of business it cannot manage in a first 
class manner, and it should constantly 
seek expert advice when needed. The 
small department aids the bank if it 
supplies something the customers and 
the community need and want. If it 
operates efficiently, it helps to retain 
present bank customers, and often it is 
the bank’s largest depositor. Safekeep- 
ing, and a will file, are good beginnings. 

The cooperation of commercial off- 
cers in obtaining trust business is better 
When records are kept of the business 
they bring in and credit is given the 
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commercial men for these accounts, the 
panel stated. Also the trust officer often 
can obtain new checking or savings ac- 
counts from income beneficiaries. The 
trust department can influence commer- 
cial officers favorably by doing a good 
job for them personally, such as in 
estate planning, and by asking depart- 
ment heads to speak about their own 
departments at meetings of trustmen. 
Good relations with the commercial offi- 
cers is of supreme importance to the 
growth of the trust department. 

In answer to a question about 
“proven” methods for trust growth the 
panel again emphasized giving recogni- 
tion to commercial officers, but added 
that each trust department must study 
its own area. Look for wills with trusts 


in them, they said, but never forget that 
direct solicitation produces the cream. 
It is necessary to seek out trust business. 

Asked about the exercise of proxies, 
the panel observed that this is primarily 
the responsibility of the directors, but 
in general a trust department tends to 
support the management of the com- 
panies it selects for investment. When 
mergers are involved, however, more de- 
tailed study is required. The records 
of the investment committee should in- 
clude every proxy action taken. 

In regard to the operation of Com- 
mon Trust Funds the panel advised that 
outside counsel be brought into the pic- 
ture in the early stages of planning and 
that good public relations with the bene- 
ficiaries be kept in mind. The depart- 
ment would have to review its trusts to 
be sure it had the necessary powers. A 
policy regarding capital gains must be 
determined. The investment program 
must cover the required objectives. The 
vast majority of trust accounts have 
similar investment objectives. 

The panel was in favor of some kind 
of fee schedule, though recognizing a 
need for flexibility. Something should 
be available for use in discussing fees. 
Some prefer a special folder, others a 
section in a booklet on trust department 
services. Customers want to know in ad- 
vance, and trustees will be shown to be 
less expensive than people think. A fee 
schedule discourages extended discus- 
sion and customer efforts to reduce fees. 
It convinces the customer that the rates 
are standard, and it assists in the com- 
putations for the individual case. There 
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Ancillary Administration Service 


When the need arises for ancillary administration in 
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is general uniformity in fees within 
limited areas, the panel agreed, but not 
on a nationwide basis. 

Commenting on trust advertising, the 
panel recommended that ads which are 
intended to compliment the life under- 
writers or attorneys should not try to 
sell trust business at the same time. Di- 
rect mail was considered to be the best 
method of advertising trust services, but 
in any case. they said, “Don’t buy some- 
thing you can't use.” 

In the field of personnel increases 
and improvement, “selection” is a better 
word than “recruitment,” the panel sug- 
gested. Succession must be considered. 


“You have to make an investment and 
you have to decide what type of man 
to invest in.” The new man has to be- 
come acquainted with trust accounting, 
with some of the trust accounts, with 
investments, preparation of reports, and 


income and estate tax work, in that 
order. 
When organizing trust department 


work one should aim at work loads that 
present the challenge of plenty to do, 
but are not overloaded to the point of 
discouragement. One bank reported 300 
trust or agency accounts per man, but 
nearer 50 executorships. There seems to 
be no general acceptance of a standard 
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For a sound solution to your trust problems, come 
to Title Insurance and Trust Company. 
Here, expert trust counselors, working with 
complete facilities, offer ancillary service 
for California property, co-transfer and 
co-register services, custodian and 
agency accounts, and other 
trust services. 


The Pacific Southwest's longest established independent trust company 
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433 South Spring Street * LosAngeles 54 * MAdison 6-2411 
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number of accounts per man. however. 
Much depends on what kind of backing 
the administrators have from lower paid 
personnel and from administrative as. 
sistants. Women can play an important 
role in the latter classification. 


On the question of will reviews the 
panel offered various ideas. One man 
had worked out an analysis card that 
permitted review every two years with. 
out actually reading through all the 
wills. Where no need for revision was 
seen, the testator received only a print. 
ed form. Where problems appeared to 
exist, a trust officer would make a per. 
sonal contact. In another bank. wills 
were divided among the officers to de. 
termine if there were any need to fol- 
low up. This work was done on a 
monthly schedule. It was noted, how- 
ever, that the cost of will reviews must 
be watched closely. One new business 
man, who was bringing in 100 new wills 
a year, thought the bank would benefit 
if he just “kept selling.” 

One full time investment man_ is 
really the minimum unless a department 
is getting outside help, the panel ob- 
served. When there is no investment spe- 
cialist, a decision by the directors is 
needed in each case, but it has been 
demonstrated that one man with above 
average intelligence can do a lot with 
some assistance from a correspondent 
bank. 


In deciding the minimum size ac- 
count that can be profitable or the mini- 
mum that will be accepted, factors other 
than size must be considered, the panel 
pointed out. The types of assets and the 
requirements of the will are important, 
too. Minimum fees help in this matter. 
There must be exceptions, but the ex- 
ceptions should be watched carefully. 
“There should be a good reason.” And 
since time is limited, direct new business 
efforts toward the larger and _ better 
estates. 


Asked about automation for the 
smaller department, the panel advised 
that computer operations were out of 
range, but punched card 
often can be justified. Visits to other 
banks were suggested, talks with ac- 
countants, and talks with manufacturers. 
Allowance should be made, however, 
for the natural enthusiasm of the manu- 
facturers’ representatives. One man vol- 
unteered the opinion that a department 
would require $100 million of assets to 
use an IBM 407 profitably. In general 
it was thought that automation was not 
more economical at the outset, but made 
it possible to do more for the customer. 
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A New PARTNERSHIP 


Broader Opportunities for Lawyer-Trustman Collaboration 


WHITNEY NORTH SEYMOUR 


President, American Bar Association; 


Partner, Simpson, Thacher & Bartlett, New 


VER THE YEARS THERE HAS BEEN A 

fine relationship between the bar 
and those who administer estates. All of 
us have a common interest in preserving 
rights in private property, the ownership 
and enjoyment of which is one of the 
most precious of individual rights. 

Where these rights are not recognized 
and the state controls all property, all 
other rights are also limited and the 
state dominates thoughts, lives, and 
action, Our civilization depends primar- 
ily upon the aspirations formed and 
cultivated in the home, and upon the 
manners and taught there. 
Church, school, and government are im- 
portant; but the home is still the very 
heart of American life. Preserving it 
and strengthening it appeal to all of us 
as one of our most important tasks. 

In your administration of estates and 
your other activities, you are safeguard- 
ing and perpetuating these interests and 
social values. Together, you and we give 
a sort of physical immortality to the 
hopes and dreams of families. 

A good deal of ingenuity has gone 
into your activities. With the decline of 
large fortunes you have devised new 
methods of helping those of modest 
means to use and preserve their prop- 
erty. Through the common trust fund 
and in other ways you have given them 
a sense of solidity. In many ways you 
have contributed to the education of 
our people. In your administration of 
their estates, in your advice to them 
about their family, business, and prop- 
erty problems, in your adjustment of 
disputes not requiring court interposi- 
tion, you have taught prudence, wisdom, 
and the importance of fairness. These 
are vital to society. Lord Moulton right- 
ly said that the measure of a civilization 
is the degree of its obedience to the un- 
enforceable. The things you are teach- 
Ing are largely in that category; they 


strengthen the threads in our social 
fabric. 


morals 


Implicit in much that you do is an- 


Sidecars, 


From address at Mid-Winter Trust Conference, 
New York, Feb. 8, 1961. 
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other important concept — that with 
rights go responsibilities. Most admini- 
stration of property springs from rights 
created by instrument or law, but they 
are accompanied by responsibilities — 
imposed by affection, or by custom, or 
by law and sometimes by the delicate 
play of conscience. If all our young 
people — sometimes preoccupied by 
talk of rights and not exposed to con- 
comitant responsibilities — could watch 
and listen to your daily routine, it would 
be good for them. What it would do 
for your recruitment programs, in let- 
ting young hopefuls see the many bur- 
dens and responsibilities you carry for 
others, might be another thing. 


The Administration of Justice 


I would like to talk today about a 
few areas of community life beyond our 
ordinary occupations where I think 
those in your field and those in mine 
might find it desirable to cooperate. 

Insuring general satisfaction with our 
system of justice is most important. If 
people think that any grievance will be 
dealt with fairly by a court, promptly, 
courteously, and justly after hearing the 
parties and their counsel, with counsel 
provided for those too poor to employ 
them, they will put up with almost any- 
thing else. But if their exposure to 
courts makes them feel that courts are 
unfair, that judges and attendants are 
rude and don’t listen, that politicians 
and their friends can influence the re- 
sult of cases or even that judges ride 
roughshod over grievances and force 
settlements because they don’t want the 
burden of deciding cases, they feel in- 
secure and they may develop a suspicion 
and hatred for our system which can cut 
very deep. Such people can become ripe 
for the blandishments of demagogues 
who attack government and private or 
corporate property rights; they may 
look with suspicion on rights in property 
because they regard property owners as 
unfairly favored over them. 

It behooves all of us, not only the 
lawyers, to do all we can to make sure 


York 


that the administration of all our courts 
everywhere is as good as it can possibly 
be. Particularly important are the surro- 
gates’ courts, for many citizens deal di- 
rectly with them on small estates. For- 
tunately, they are usually well run, and 
their personnel is usually understanding 
and cooperative. 


Selection of Judges 


In some places, the court structure has 
become antiquated; in others, proced- 
ural technicalities are obstructive. In 
some, the method of selecting judges 
permits undue weight to be given to 
political considerations. It is rare for 
the electorate to know enough about 
judicial qualifications to exercise an in- 
telligent choice. The party label gets the 
votes. But the basic trouble is that under 
this system the political leaders in fact 
make the choice, and they are aften con- 
cerned with political and not profes- 
sional qualifications. 

Many lawyers believe that something 
like the American Bar Association Plan, 
adopted in Missouri, would be an im- 
provement. Under it an appointed com- 
mission, composed of qualified lawyers 
and laymen, nominates three persons to 
the governor, who must make his ap- 
pointment from that slate. Thus qualifi- 
cation is pretty well insured. After a 
term, a judge desiring to serve another 
term appears on the ballot. not under a 
party label, but on the question whether 
he should be continued in office. Thus 
the electorate may retire an unfit judge 
but does not have to vote blindly or 
merely politically as at present. 

When selection is by appointment, the 
lawyers have devised a useful addition 
to help insure proper qualifications. 
Ever since the end of the Truman Ad- 
ministration, when it was instituted by 
former American Bar Association Presi- 
dent Ross L. Malone, then Deputy At- 
torney General, and now a banker as 
well as a leading lawyer in Roswell, 
New Mexico, the Attorney General sub- 
mits to the American Bar Association 
Committee on the Federal Judiciary, for 
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a report on qualifications. the names of 
those under consideration for appoint- 
ment as federal judges. This has in- 
sured a very high quality of appoint- 
ment. I am glad to say that Attorney 
General Kennedy is continuing it. Some- 
thing of the same sort might well be 
followed consistently in connection with 
state judicial appointments with state 
and local bar associations. 


Deep Are the Roots 


Other areas of community life offer 
opportunities of shoring it up so that we 
can be proud of it through the long fu- 
ture. For example, with suburban de- 
velopment, the proliferation of shopping 
centers, the choking effect of heavy city 
trafic and inadequate parking facilities, 
a hard look at urban redevelopment is 
needed. Some cities are doing great 
things in this direction.* You and we 
have a stake in encouraging the mainte- 
nance of urban economic and _ social 
stability by not letting the hearts of our 
cities slow down or stop beating. 

One factor in this process is to main- 
tain the interest and affection of citizens 


for their downtown areas. A_ great 
church, or courthouse, or home (like 
*Cf. Ballam, Philadelphia Renascence, T&E, 


Jan. ’61, p. 23. 


the Taft house in Cincinnati) can be a 
magnet for citizens and visitors. The 
landmarks of our past whisper the noble 
heritage of our great past to our hearts. 
In Lord Birkett’s words in this room, 
some months ago, they help us to “re- 
member the rock from which we were 
hewn.” Where progress is not arrested 
by their preservation, it is sound senti- 
ment and business to help us remind our- 
selves of the importance of deep roots. 
This sense of our history helps also 
to prepare us with the fortitude needed 
to meet the Communist threat today. It 
helps us to understand that our system 
of freedom is a beacon to the world. If 
we keep its light shining brightly, if we 
maintain our military strength and use 
the skills in dealing with people and 
helping them to help themselves, which 
you daily exhibit in your work and 
which Americans understand so well, 
we can be sure that freedom will ulti- 
mately triumph over tyranny. The pro- 
gram of the American Bar Association 
to spread respect for the Rule of Law 
is a useful factor in this process. 
Another opportunity is to be sure we 
are taking full advantage of the great 
pool of talent represented by our re- 
tired people. There are now literally 


millions of senior citizens who have 
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been forced to retire under current busi. 
ness and government notions that people 
ought to step aside at about the age of 
65. But modern medicine is giving many 
of them many more years of useful life. 
They are not all going to Florida or 
California; they are not all wedded to 
do-it-yourself puttering. If they volun. 
teered for jury service, as arbitrators 
and mediators, if their wisdom was 
turned into family and community 
counseling, it would add great strength 
to community life. 

Actually, you and we lawyers have 
worked together so happily and so long 
that a fresh partnership between us in 
broader pastures and new fields would 
be both rewarding and fun. Let us defer 
the preparation of our reminiscences to 
a later day, and strike out for new and 
useful careers where we can continue to 
help preserve the values and the essential 
goodness of American life. 


A A A 


Estate Planners’ Day in 


New York 


Mayor Robert F. Wagner, Jr., of New 
York City, will deliver the opening re- 
marks at the 13th annual Estate Plan- 
ners’ Day of the New York Chapter, 
Chartered Life Underwriters, to be held 
at Town Hall, 123 West 43rd St., on 
April 26th. It is expected that the Mayor 
will officially proclaim this date as Es- 
tate Planners’ Day in New York City. 

“A Practical Approach to Estate 
Planning” is the theme to be discussed 
by a panel of specialists, to be an- 
nounced later, representing accounting, 
banking, law and insurance. 

Program Chairman is Wilbur Neuw- 
stein, C.L.U., manager, Prudential In- 
surance Co. Alfred H. Winston, C.LU., 
342 Madison Avenue, New York, is in 
charge of tickets. 


A A A 
COURSE ON ESTATE PLANNING 


A Short Course on Estate Planning is 
being offered on April 21-22 at the Col- 
lege of Law of the University of Illinois 


at Urbana. Sponsored by the State Bar . 


Association in cooperation with the Col- 
lege, the course will offer — if the pro- 
gram titles are at all indicative — some 
most practical discussions by noted 
speakers. Included are lectures on the 
choice of situs for estates and trusts, 
estate planning in connection with cor- 
porate structure and executives, use of 
trusts in life insurance, and conflict of 
laws questions in estate planning. A?- 
other feature is a three man panel deal- 
ing with drafting problems in spray 
clause, investment powers and distribu- 
tion in kind. 
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TRUSTEE AND INVESTMENT ADVISER 


Some Dangers and Alternatives in Relationship 


PETER J. BRENNAN 


Assistant Trust Counsel, Harris Trust and Savings Bank, Chicago 


N THE RELATIONSHIP BETWEEN THE 
Rae and the adviser with power of 
control, the problems and potential lia- 
bilities, not too many of which have 
been passed on by the courts,’ are not 
as well known and appreciated as they 


should be. 


Very often, settlors and testators want 
their family business or particular assets 
retained in trust, and realize that the 
corporate trustee, if left with sole re- 
sponsibility, will not be willing to retain 
them, because they are not of trust qual- 
ity and usually represent a substantial 
part of the estate. Others, including em- 
ployer companies setting up employee 
benefit trusts, have definite ideas on in- 
vestments which are not shared by the 
corporate trustees, 


To accomplish their objectives, such 
settlors often name an individual or 
committee with the right to control in- 
vestments by powers of direction or ap- 
proval. They could name them as co- 
trustees, but may not want the adviser 
to be constantly occupied with all phases 
and details of trust administration, and 
the advisers themselves may not want to 
be so concerned. 


General Principles of Trust Law 


The use of investment advisers with 
power to control investments is valid.” 
If the settlor provides that an invest- 
ment adviser is to control investments, 
the trustee ordinarily is bound by such 
provision and must comply with the di- 
rections of the holder of such power, or 
is not free to sell assets whose sale is 
disapproved by the adviser in approval 
trusts. He is usually under no liability 
for so complying, and may be liable if 
he fails to comply.® 
icine 


From address at Mid-Winter Trust Conference, 
New York, Feb. 8, 1961. 

Knecht, L. G., “Trust Adviser: Boon or Booby 
Trap?” Trusts AND ESTATES, Oct. 1955, p. 816; 120 
ALR 1407. 

*Gathright v. Gaut, 276 Ky. 562, 124 SW 2d 782, 
120 ALR 1403 (1939); Hopkins v. Comm., 144 F. 2d 
683 (CCA 6, 1944); In re Freed’s Estate, 71 N.Y.S. 
2d 304 (Surr. Ct., N.Y. Co. 1947); Restatement, 

Tusts, Second, Secs. 185, 194, comment (d); 2 Scott 
on Trusts (2nd ed. 1956), Sec. 194. 
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The duty to follow the terms of the 
trust is not unqualified. There may be 
situations, unforeseen by the settlor, 
which make continued, blind observance 
of the trust terms unwise, even disas- 
trous. In such situations, the trustee can- 
not hide behind the terms of the trust 
to avoid liability, but must go to court 
for instructions or permission to devi- 
ate, if time permits.* If the emergency 
is so acute that he must act at once or 
not at all, there would seem to be a clear 
policy in favor of his acting. The plea 
of the duty to comply with the terms of 
the trust is not a justification if he acts 
as a prudent man would not act under 
the circumstances.° 


A court of equity has power to direct 
modifications of a trust’s terms to pre- 
serve the trust estate. However, this 
power cannot be used merely for the 
purpose of enabling the beneficiaries to 
receive more income or to employ the 
trust assets in a more profitable manner 
than that contemplated by the trust in- 
strument. Exercise of the power must be 
based on a showing that conditions have 
arisen which were not foreseen by the 
settlor and that as a result thereof the 
beneficiaries will suffer loss, or that the 
dominant intention of the settlor will be 
defeated.® 


Where there are co-trustees it is the 
duty of each to use reasonable care to 
prevent the others from committing a 
breach of trust; and if one of the trus- 
tees does commit a breach of trust, it is 


3Jones v. Norris, 122 F.2d 6 (CCA 10, 1941); In re 
Erwin’s Estate, 19 N.Y.S. 2d 863 (1939); Reeve v. 
Chase National Bank, 247 App. Div. 515, 287 N.Y. 
Supp. 937 (1936); In re Bonbright’s Will, 61 N.Y.S. 
2d 896 (N.Y. Surr. 1945); In re Hartman’s Estate, 
331 Pa. 422, 200 Atl. 49, (1938); Floyd v. Rankin, 
86 Cal. 159, 24 Pac. 936 (1890); In re Rolston’s Es- 
tate, 162 Misc. 194, 294 N.Y.S. 112 (1937); 2 Scott 
on Trusts (2nd ed. 1956), Sec. 185, pp. 1364-5; Re- 
statement, Trusts, Second, Sec. 185. 

4Johns v. Herbert, 2 App. D.C. 485 (1894); Dyer 
v. Paddock, 395 Ill. 288, 70 N.E. 2d 49 (1946); Price 
v. Long, 87 N.J. Eq. 578, 101 Atl. 195 (1917); Thom- 
son’s Trustees v. Davidson, (1947) S.C. 654; Re- 
statement, Trusts, Second, Sec. 167. 

52 Seott on Trusts, (2nd ed. 1956) Sec. 167.2, p. 
1184. 

®Dyer v. Paddock, 395 Ill. 288, 70 N.E. 2d 49 


(1946); Price v. Long, 87 N.J. Eq. 578, 101 Atl. 195, 


(1917). 


the duty of the others to compel him to 
redress the injury.‘ 


Applicability to Investment Advisers 


Even if an investment adviser is not 
named as a co-trustee under the instru- 
ment, he may be a co-trustee in legal 
effect if he holds his power in a fiduci- 
ary capacity. The test is: if the exercise 
of the power will affect only the ad- 
viser’s interest, it is a personal or bene- 
ficial power and not fiduciary; if, on 
the other hand, the exercise will affect 
the interest of beneficiaries other than 
himself, then it is considered a fiduciary 
power, and the holder is accountable as 
such.* Thus, the trustee has a duty to 
police the actions of the holder of a 
power in a fiduciary capacity. 

Even where the holder of the power 
of control holds his power in a nonfidu- 
ciary capacity and the duty to police a 
co-trustee does not apply, the trustee is 
still under a duty not to comply if the 
attempted exercise of the power violates 
the terms of the trust and, if necessary. 
to apply to the court for instructions or 
permission not to comply in such a 
case.” 

The trustee has a duty to investigate 
whether the adviser is violating his duty 
or breaching the trust.!° Thus, a trustee 
should not adopt an attitude of com- 
plaisance and patient waiting simply be- 
cause the trust instrument provides that 
he is to deal with certain investments in 
the trust as the person having control 
directs. Yet, one wonders how many 
trustees in such cases do just about that. 


7Millar’s Trustees v. Polson, 34 Sc. L.R. 798 
(1897); 2 Seott on Trusts, Sec. 184; Restatement, 
Trusts, Second, Secs. 184, 224. 

8Carrier v. Carrier, 226 N.Y. 114, 123 N.E. 135 
(1919); Hopkins v. Comm., 144 F.2d 683 (CCA 6, 
1944); Gathright v. Gaut, 276 Ky. 562, 124 SW 2d 
782, 120 ALR 1403 (1939); Stix v. Comm., 152 F. 2d 
562 (CCA 2, 1945); Osborn v. Bankers Trust Co., 5 
N.Y.S. 2d 211 (1938); Application of Esty, 75 
N.Y.S. 2d 905 (Sup. Ct. N.Y. Co. 1947); Sunder- 
land v. Comm., 151 F.2d 675 (CCA 3, 1945); 2 Scott 
on Trusts, Sec. 185. 

*In re Erwin’s Estate, 19 N.Y.S. 2d 863 (1939); 
Ditmars v. Camden Trust Co., 10 N.J. Super. 306, 
76 A. 2d 280 (1950), aff’d 10 N.J. 471, 92 A. 2d 12 
(1952); 2 Scott on Trusts (2nd ed. 1956) Sec. 185, 
p. 1364; Restatement, Trusts, Second, Sec. 185. 

102 Scott on Trusts, Sec. 185, p. 1365. 
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blissfully unaware of the traps that 
await them should the directed invest- 
ments be imprudent or deteriorate and 
the investment director fall down on 


his job. 


Other Duties 


The trustee who does not diversify 
has the burden of establishing the pru- 
dence of his course of action. Most cor- 
porate trustees would be reluctant to as- 
sume such a burden. 

Since a trustee has a duty not to 
delegate his functions to anyone, even to 
his co-trustee, a trustee, having the duty 
to police a co-trustee or a person hold- 
ing a power of control in a fiduciary 
capacity, may not delegate the duty to 
the person having the power of control. 

The investment adviser who holds his 
power of control in a fiduciary capacity 
is bound by the duty of loyalty and good 
faith to beneficiaries, avoiding any form 
of self dealing, just as any trustee. But 
how many investment advisers are aware 
of this? 

Exculpatory provisions are not 100 
per cent insurance. They may fail to 
relieve the trustee from liability for his 
defaults or those of his co-fiduciary be- 
cause either: (1) the particular default 
is not included within the scope of the 
exculpatory provision;'? (2) it is 
against public policy to relieve the trus- 
tee from liability for the particular 
breach of trust;!* or (3) the exculpatory 

NBogert, Trusts and Trustees (2nd ed. 1960) Sec. 
“eCountiss v. Whiting, 306 Ill. App. 548, 29 N-E. 
2d 277 (1940); Restatement, Trusts, Second, Sec. 


222. Browning v. Fidelity Trust Co., 250 Fed. 321, 
325, (CCA 3, 1918) cert. den. 248 U.S. 564 (1918). 


provision was inserted in the trust in- 
strument without the full knowledge and 
free consent of the settlor.1* A New 
York statute prohibits, as against public 
policy, immunity from liability of an 
executor or testamentary trustee for fail- 
ure to exercise reasonable care, dili- 
gence, and prudence.'* 

All faith in exculpatory provisions 
should not be lost, however, as there 
have been many cases where the trus- 
tee has been relieved of liability because 
of such a provision.!° 


Conflict of Interests 


Some of the problems that can con- 
front a trustee acting with an invest- 
ment adviser are apparent from what 
we have said. 

Disagreement between the trustee and 
the adviser on investments is very likely. 
The trustee can also be faced with dis- 
turbing problems of conflicting inter- 
ests. Take an example: 

Your trust company is named trustee 
under the will of Mr. Selfmade, whose 
principal asset was his family corpora- 
tion. The trust is for the benefit of his 
widow, who was his second wife, for 
her life, with remainder to his descend- 
ants. The business is to be retained. 
Charles, Selfmade’s son by the prior 
marriage, has been active in the busi- 
ness, and is named investment adviser 


13§tate v. St. Louis Union Trust Co., 335 Mo. 845, 
74 S.W. 2d 348 (1934); Jothann v. Irving Trust Co., 
151 Mise. 107, 270 N.Y. Supp. 721 (1934), aff’d 
mem. 243 App. Div. 691, 277 N.Y. Supp. 955 (1935). 

14Decedent Estate Law, Sec. 125. 

15Cases cited in 2 Scott on Trusts, Sec. 222, n. 1. 
Nossaman, W. L., Trust Administration and Taxa- 
tion, (2nd ed. 1959), Matthew Bender and Com- 
pany, Inc., Albany, N. Y., Vol. 1, Sec. 28.20, p. 534. 
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with power of direction, including 
voting of the company stock. The com. 
pany had been paying dividends right 
along, but Charles decides that the cor. 
poration must plow back earnings to 
provide capital to modernize plant and 
equipment. As a result, dividend pay. 
ments are stopped. Charles’ salary js 
doubled. Mrs. Selfmade, upon learning 
of the situation, complains bitterly to 
your trust department about the sub. 
stantial reduction in her income. 

You go to Charles and express con. 
cern for the beneficiary’s plight, and 
are told in effect that you have no right 
to object under the terms of the trust, 
You suggest that the corporation re. 
purchase all or a portion of the trust’s 
stock in the family business, so that the 
proceeds can be invested to provide 
some decent income. Charles offers to 
have the corporation buy the trust’s 
stock at a price of about 25 per cent 
of its book value, payable over a num- 
ber of years, and adds that he will not 
permit sale to any other purchaser. 

Can the trustee sit on its hands while 
the adviser thus deprives the income 
beneficiary of income? 

In a situation like Selfmade’s, the 
trustee may become deeply concerned 
with management policies and_prob- 
lems, even though this was not contem- 
plated, and may not be in a very satis- 
factory position to do anything about 
it. It is true that a trustee acting with- 
out an investment adviser, and having 
full responsibility, is faced with the 
same type of problems; but in such 
cases the trustee has full power to deal 
with the property and can either ac- 
commodate the management of the busi- 
ness to its fiduciary responsibilities or 
sell the asset. 


To Object or Not to Object 


In almost every situation where the 
views of the investment adviser and the 
trustee are not in agreement, the trustee 
must consider whether to go along quiet: 
ly with the adviser or whether to object 
and point out its reasons for its pos 


tion. It must consider whether the ad- 


viser stands in a fiduciary capacity or 
not. It must consider the terms of the 
trust to determine whether the adviser's 
position is so far out of line as '0 
amount to an abuse of discretion 
breach of trust, involving a duty on the 
trustee to oppose the adviser. The trus 
tee must weigh the consequences of the 
adviser’s proposed action or nonaction 
Nice judgment is required, and the com 
sequences of erring either way are no 


happy. 
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If the trustee thinks the adviser is out 
of line. is it enough merely to object, 
giving iis reasons, or should it take the 
matter t: court? There is a limit to the 
amount of business risk that can be 
taken, and there must be some point 
where the line has to be drawn and a 
stand taken. 


In Direction Trusts 


In a direction trust, it is not intended 
that the trustee should initiate invest- 
ment proposals or solicit directions. Yet, 
it may have to do so because of its duty 
to police the investment adviser who 
holds his power in a fiduciary capacity. 
The trustee may have to act where the 
adviser fails to follow the investment or 
to do anything about it and its con- 
tinued retention becomes imprudent. 

If it is intended that the trustee should 
not have such duties, express negation 
of them in the terms of the governing 
instrument is clearly indicated. Even 
then there is some doubt that a trustee 
can be completely relieved of its under- 
lying duty to do what is prudent. 

What constitutes notice to the trustee 
which triggers its duty to initiate a pro- 
posal to the adviser? Is it actual notice 
only or such notice as would come to 
it if it reviewed and investigated the 
directed investments? The trustee’s duty 
to police its co-fiduciary, when it ap- 
plies, and the law as to what constitutes 
notice in trust matters, would seem to 
require the latter. 


No hard and fast rule can be stated 
as to how often and to what extent the 
trustee should review the directed in- 
vestments. As a rule of thumb, it would 
seem that investments controlled by an 
investment adviser should be looked 
into by the trustee at least once a year, 
even if they previously seemed to be do- 
ing well, in order to detect early signs 
of weakness or changes in  circum- 
stances, so that the trustee can take 
timely action. 

Where the trustee has sole investment 
responsibility, it can act more quickly 
than where it must wait for approval or 
direction of an investment - adviser. 
Where time for action is short — e.g., 
opportunities to participate in private 
placements, the need to act in a volatile 
market, and the adviser is unavailable, 
or unable or unwilling to act with dis- 
patch — an opportunity may be lost to 
the disadvantage of the trust. This 
should be taken into account when the 
use of the investment adviser is con- 
templated and the candidate for the job 
is being considered. 
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Common Understanding 


The proper working relationship be- 
tween the trustee and an investment ad- 
viser requires good communication, in 
the broadest sense, between them. Ad- 
visers frequently have different ideas 
about investments than corporate trus- 
tees, and may not be too familiar with 
the law pertaining to trust investments. 
When they enter upon their fiduciary 
duties as advisers, it is important that 
they understand their responsibilities 
and limitations on their freedom of ac- 
tion. Often it is up to the trustee to com- 
municate such things to the adviser. 

Much grief can be avoided if the 
trustee and adviser understand each 
other from the outset, and work out 
areas of agreement on policy and a 
modus operandi for areas where dis- 
agreement may occur, to the end that 
the trustee will not be continually ob- 
structive and running to court for in- 
structions. 

Since the adviser who holds his power 
of control in a fiduciary capacity is sub- 
ject to all the duties to which a trustee 
is subject and is liable for the con- 
sequences of breaches of those duties, 
including surcharge, he should be made 
aware of these responsibilities and po- 
tential liabilities. He may not realize the 
extent to which the requirements of the 
office will encroach upon his time. The 
adviser, if not properly advised, may be 
lulled into a false notion of his under- 
taking. If he knew the true story, he 
might think twice before taking on the 
job. 


Solutions and Safeguards 


Co-trustees. While many of the prob- 
lems we have been considering still at- 
tach to the relationship between co- 
trustees, the responsibilities in this area 
are more clearly defined in the law, and 
there are more precedents to fix respon- 
sibility and guide their conduct.!® Also, 
the association between co-trustees is 
normally closer and more nearly con- 
tinuous than that between an adviser 
and trustee. Co-trustees usually know 
they both must keep informed as to all 
matters pertaining to the trust, must 
participate in all decisions, and must act 
as fiduciaries. If the duties are not too 
burdensome, and the objectives of the 
settlor are as well served, the use of 
co-trustees would be preferable to the 
less well defined investment 
device. 


adviser 


Consent instead of Direction. Where 
a creator of a trust wants someone other 
than the trustee to control investments, 
and where his purposes can be attained 
thereby, it is better to have a consent 
type of control. Here the trustee carries 
the burden of reviewing and recom- 
mending investment action, and gener- 
ally both trustee and adviser are aware 
of it. The trustee is more likely to make 
recommendations which are in accord 
with fiduciary standards, and it is more 
difficult for an investment adviser to 
take off on imprudent adventures since 
his power is limited to that of veto. 


16Stephenson, G. T., “‘Co-Fiduciary or Consul- 
tant?” TRUSTS AND ESTATES, Aug. 1957, p. 741. 
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Statutory Trust Adviser. Considera- 
tion might be given to legislation such 
as has been, enacted in England, New 
Zealand, and certain states of Australia. 
Such statutes provide for advisory trus- 
tees to assist the responsible trustee.'* 
The advisory trustee is not deemed to 
be a trustee in respect of the trust, and 


the responsible trustee is exempted from 


liability for following the advice of the 
advisory trustee., 
The advantage here is that the status. 
duties, and liabilities of the respective 
trustees are legislatively defined. Such 
legislation seems to be serving a useful 
purpose and to be meeting acceptance 
where in force.1® It could well be a val- 
uable aid in minimizing some of the 
problems we have been considering. 
Separate Trustees. A settlor can set 
up a separate trust for his family busi- 
ness or other asset which a corporate 
trustee on its own responsibility would 
not be willing to retain, and name an 
individual as trustee. The corporate 
trustee can be named as trustee of the 


17New Zealand, Trustee Act 1956, No. 61, Sec. 49; 
New Zealand Stats. 1956, No. 61, p. 526; Queensland, 
The Public Curator Act, 1915, Pt. III, Sée. 41. 

18Stephenson, ‘“‘Co-Trustee or Several Trustees?”, 
16 Temple Univ. Law Quarterly, April 1942, p. 253; 
Baird, W. G., ‘“‘Advisory Trustees,’’ TRUSTS AND Es- 
TATES, Sept. 1948, p. 167. 
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part of the estate which such trustee on 
its own responsibility may retain or 
sell and reinvest as it deems best. The 
two types of property being in separate 
trusts,.-the two trustees are independent 
of each other; and neither has the duty 
to police the other. This device is 
neither new nor uncommon.'® 

The intent of the settlor or testator 
should be made clear as to the respective 
functions. and_ responsibilities of the 
trustee and the adviser. For example, if 
so intended and to the extent that such 
provisions can be effective, the instru- 
ment should provide that the trustee has 
no duty to inquire into the adviser’s di- 
rections, no duty to solicit directions, no 
duty to review and follow the invest- 
ments subject to the adviser’s control, 
nor to make recommendations regarding 
them. 

Exculpatory provisions should be in- 
cluded which are fully understood and 
consented to by the settlor, and which 
afford ample protection. Such provisions 
should express clearly the settlor’s in- 
tent, so that the trustee may rely on 
them with greater assurance, and have 
less need to take protective action. 

An adviser should be used only if 
needed to carry out reasonable and well 
considered objectives. The settlor should 
be careful to choose his adviser wisely. 
He should be, among other things, qual- 
ified in the field of investments, and a 
man disposed to act like a fiduciary. 

The draftsman does a disservice if he 
thoughtlessly adds adviser provisions 
where not needed or uses forms and 
“boilerplate” that are inappropriate to 
the case at hand. The future conduct of 
the parties and possible liabilities de- 
pend in large measure on the skill ex- 
ercised by the draftsman. 

The trustee should speak up if it 
thinks an adviser is contemplated in a 
situation not really calling for it. It 


19Stephenson, G. T., ‘“‘Co-Trustee or Several Trus- 
tees ?”’, op. cit., p. 255. 





should insist on an opportunity to ex. 
amine a draft of the instrument in ad. 
vance of execution. It should make such 
comments to the settlor’s attorney as it 
deems appropriate, to get an instrument 
under which it can work properly and 
without having to go to court for in. 
structions and under which it is afforded 
adequate protection. 


Handling Businesses in Trust 


Since more and more closely held and 
family businesses are being placed in 
trust, trustees must face up to the prob- 
lems of handling them, unless they are 
to decline such appointments.2° A 
“closely held business division” would 
seem to be indicated. Such a unit would 
include personnel with wide and varied 
experience in various phases and types 
of business, who can size up a business 
and its problems. Several trust compa- 
nies already have such units.”! 


Of course, such a unit will increase 
costs; and a trust company considering 
it should appraise the expected volume 
of this type of business before deciding 
to hold itself out as equipped to handle 
businesses in trust. As a corollary, the 
trustee’s fee arrangements must be flex- 
ible to cover the added cost of such 
service and to be compensatory. 

With such facilities and the ability to 
be properly compensated, trustees would 
be better able to handle businesses in 
trust, to meet the increased demands for 
this type of service, and, in some cases, 
lessen the need for investment advisers. 


2oHandling Businesses in Trust, Handbook, The 
Trust Division, The American Bankers Association, 
New York, 1959, p. 9. 


A A A 


e Trustees are third on the list of stock- 
holder groups among the 101,000 owners 
of the stock of Chase Manhattan Bank. 
Individuals (77,174) formed the largest 
group. Joint tenants were second 
(10,881) and trustees third (7,487). 
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A Fiduciary’ owers a 


THE MARITAL DEDUCTION 


Associate 


HE POWERS POSSESSED BY A FIDUCI- 
| must be carefully examined to 
make certain that they do not produce 
unwanted tax results. The powers we 
will be concerned with in this discus- 
sion are ones which enable the fiduci- 
ary to determine the interest in prop- 
erty which a surviving spouse will 
receive. 

In order for an interest in property 
which passes or has passed to a surviv- 
ing spouse to qualify for the estate tax 
marital deduction, such interest must 
pass or have passed to her from the 
deceased spouse. Section 2056(e) of the 
Code sets forth all the circumstances 
under which an interest in property is 
considered as passing from a deceased 
spouse to another person. One described 
situation is where the deceased spouse 
has a power to appoint. In such case the 
appointive assets are deemed to pass 
from him to the appointees or to the 
takers in default of an exercise of the 
power. Thus if the appointee or the taker 
in default is the surviving spouse, the 
passing test is met. 

Suppose that the deceased spouse es- 
tablishes a trust of the residue of his 
estate; that under this trust the income 
is to be paid to the testator’s son S for 
life; that S has a power to appoint the 
trust property by his will to any one 
except his estate or creditors of his 
estate and that the surviving spouse is 
named to take the trust property on 
S's death in default of an exercise 
of the power. Does the remainder limited 
to the surviving spouse pass to her from 
the deceased spouse? There is nothing 
in the Code that says it does not so 
pass. The fact that an interest in default 
of an exercise of a power is deemed to 
pass for purposes of the passing test 
from the deceased spouse when he is 
the donee of the power does not require 
the conclusion that such interest is not 
deemed to pass from him when he is 
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From address at Mid-Winter Trust Conference, 
New York, Feb. 8, 1961. 
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the creator of the power. Another de- 
scribed situation where an interest in 
property is deemed to pass from the 
deceased spouse is a bequest or devise 
by him to another. It is submitted that 
the remainder given to the surviving 
spouse in default of the exercise of S’s 
power to appoint by will is bequeathed 
to her by the deceased spouse. 

The fact that the passing test may be 
met when the deceased spouse gives the 
fiduciary or someone else the power to 
determine the interest in property which 
the surviving spouse will receive does 
not mean that the value of the interest 
she receives will qualify for the estate 
tax marital deduction. The fact that the 
power holder has this power of deter- 
mination may cause the surviving 
spouse’s interest to be a disqualified 
terminable one.! 

I should like to examine four cases in 
which a fiduciary has the power to de- 
termine either totally or partially the 
interest in property which the surviving 
spouse is to receive. 


Case No. 1 


Assume the will provides that the 
executor shall pay to the surviving 
spouse whatever amount the executor in 
his uncontrolled discretion may deter- 
mine should be paid to such spouse, the 
determination to be made, within six 
months after the testator dies, by a 
written notification to the spouse. Sup- 
pose the fiduciary exercises this power 
of appointment by determining that the 
surviving spouse should receive $100,- 
000. The $100,000 that passes to the 
wife will not qualify for the estate tax 
marital deduction. 

The surviving spouse is an object of 

1Sec. 2056(e) points out that where it is not pos- 
sible at the time of the deceased spouse’s death to 
ascertain the particular person or persons to whom 
an interest in property may pass from the deceased 
spouse, such interest shall for the purposes of the 
terminable interest rule be considered as passing 
from the deceased spouse to a person other than the 
surviving spouse, except where the situation is with- 


in the power-of-appointment provisions of Sec. 
2056(b) (5) and (6). 


the power given to the fiduciary. Her 
expectancy as an object of the power 
may not be an interest in property and, 
if this is so, the passing test is not satis- 
fied because no interest in property 
passes from the deceased spouse to the 
surviving spouse by virtue of the crea- 
tion of the power. If her expectancy is 
an interest in property, it passes to her 
from the deceased spouse but it is clear- 
ly a terminable interest because it will 
terminate on the failure of the fiduciary 
to make a determination that she should 
receive an amount. On such termination, 
the interest which could have been ap- 
pointed to her will pass from the de- 
ceased spouse to others who did not pay 
value and who will enjoy it after such 
termination and thus it is a disqualified 
terminable interest. 


Case No. 2 


Suppose the will gives $200,000 to 
the surviving spouse but gives the ex- 
ecutor the power to reduce such gift to 
$100,000 by sending a written notice to 
this effect to the spouse within six 
months after the testator dies. An in- 
terest in property, the $200,000 legacy, 
passes from the deceased spouse to the 
surviving spouse, but only part of that 
interest will fail on the occurrence of 
an event — notice by the executor. Thus 
to the extent of $100,000 the spouse is 
given a disqualified terminable interest. 
The language of Sec. 2056(b) relating 
to terminable interests does not re- 
quire or indicate that the terminable 
character of part of the gift will infect 
the whole gift so that none of it can 
qualify for the estate tax marital de- 
duction. Thus the nonterminable right 
to $100,000 is available for the estate 
tax marital deduction. 


At first glance Meyer v. United States” 
might be taken as holding that the dis- 
qualified terminable part of a gift could 
not be separated from the balance of the 


281 Sup. Ct. 210 (1960). 
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gift, with the consequence that the en- 
tire gift is unavailable for the marital 
‘deduction. The case involved a settle- 
ment arrangement under a life insur- 
ance policy whereby the surviving 
spouse was to receive equal monthly in- 
stallments for her life, with 240 install- 
ments guaranteed, The Court refused to 
regard the surviving spouse’s interest as 
consisting of interests in two properties, 
one the portion of the total proceeds of 
the policy that was necessary to fund 
the 240 installments in which an inter- 
est could pass to others if the wife died 
before all the installments had been 
paid, and the other the portion that was 
needed to fund the life annuity beyond 
the guaranteed period in which nothing 
would pass to someone else on the death 
of the surviving spouse. 

If the two interests had been recog- 
nized, the former would have been a 
disqualified terminable one and the lat- 
ter a qualified terminable one. The non- 
recognition in the Meyer case of the 
two interests in the surviving spouse is 
based on the fact that the separation 
into two interests is merely a bookkeep- 
ing entry of the insurance company. The 
policy itself “constituted only one prop- 
erty, and made only so much of the pro- 
ceeds payable to the wife as she might 
live to receive in equal monthly install- 
ments and made any guaranteed bal- 
ance payable to the daughter.” 

Case No. 2 involves the transfer to 
the surviving spouse of an unqualified 
right to $100,000 and a contingent right 
to another $100,000. When the deceased 


spouse himself gives the surviving 


spouse two distinct rights, the availabil- 
ity of each for the marital deduction is 
judged separately and there is nothing 
in the Meyer case that suggests other- 
wise. 


Case No. 3 


This case, like Case No. 2, involves a 
$200,000 legacy in favor of the surviv- 
ing spouse. The executor is authorized 
to satisfy the legacy either by a distribu- 
tion in cash, or in kind, or partly in 
cash and partly in kind. If the executor 
is required by the will to assign to prop- 
erty distributed in kind its value on 
the date of distribution, the spouse will 
receive the full $200,000 whether the 
distribution is in cash or in kind. If, 
however, the executor is required by the 
will to assign to property distributed in 
kind to satisfy the legacy some other 
value, such as its basis for income tax 
purposes,® does he have the power to 
satisfy the $200,000 legacy either by 
distributing $200,000 in cash or by dis- 
tributing property with a basis of $200,- 
000 though its worth on the date of 
distribution may be substantially less 
or substantially more? If the testator 
has given the executor this power of 
choice, then the interest given to the 
surviving spouse may terminate to some 
extent by the executor electing to pay 
her less than $200,000 if any of the 
property available to pay the legacy has 
a current value lower than its basis. 


8The reason why it may be desirable to assign to 
the property distributed in kind a value equal to its 
basis is so that the estate will not realize any gain 
when the executor distributes the property to satisfy 
the legacy. 
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The requirement that a distribution 
in kind use the basis of the distributed 
property as its value may mean that the 
fiduciary will have to make a selection 
of property to distribute so that not 
only the total basis will equal the dollar 
amount the spouse is entitled to receive 
but so that its current worth will also 
equal such amount. Thus property that 
has a present value lower than its basis 
would have to be combined with prop. 
erty that has a present value higher 
than its basis. If that is what the ex. 
ecutor must do, he has no power to 
give the spouse any amount other than 
$200,000. 

If we assume that the executor has 
the power to give the spouse $200,000 
or something less than that amount 
where the current worth of available 
property is lower than its basis, what 
portion of the $200,000 gift to the 
spouse is a terminable interest? Here, 
unlike Case No. 2, the maximum reduc. 
tion in the $200,000 legacy which the 
executor may make is not fixed by 
the will. It is conceivable that property 
in the estate with a basis of $200,000 
might depreciate in value to $1,000, 
and if this happened, the executor could 
satisfy the $200,000 legacy by giving 
the spouse either $200,000 in cash or 
property worth $1,000. Under these cir- 
cumstances, a determination that the en- 
tire interest of the spouse in the $200, 
000 legacy is a disqualified terminable 
one because of the outstanding power in 
the executor is not beyond the realm of 
possibility. ° 


Case No. 4 


The final case is one in which a 
formula marital deduction gift is in- 
volved. The questions may be presented 
either in the context of a formula pe 
cuniary gift or of a formula fractional 
share gift. In either case, the worth of 
the gift to the surviving spouse will de 
pend on the size of the adjusted gross 
estate. To the extent the executor cal 
raise or lower the adjusted gross e& 


tate by decisions he is at liberty to make, 


he has a power to affect the interest 
given to the surviving spouse under the 
formula gift. 


Items in gross estate 


The executor must take a position as 
to what items are to be included in the 
decedent’s gross estate. Suppose, for ex 
ample, that the decedent made a gift of 
$100,000 to his son shortly before he 
died. The executor will increase the 
value of the formula gift to the spouse 
by including the $100,000 gift to the 
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son in the gross estate as a gift in con- 
templation of death. It is unlikely the 
government will question his decision 
in this regard. It is extremely doubtful 
that anyone who will receive a lesser 
amount of the decedent’s estate could 
hold the executor liable for his loss. 
If the executor decides to exclude the 
item from the gross estate, the govern- 
ment may contest such decision but even 
if the government prevails, the decision 
to exclude the item initially will reduce 
somewhat the adjusted gross estate be- 
cause the costs incurred in litigating 
the matter will be deductible expenses of 
administration. Thus within certain 
limits the power in the executor to in- 
clude or exclude items from the gross 
estate affects the worth of the formula 
gift. 


Valuation date 


The amount of the adjusted gross es- 
tate will depend on the valuation of the 
gross estate items. The executor is given 
a choice whether to value these items as 
of the date of the death of the deceased 
spouse or as of the alternate valuation 
date. By selecting that date which will 
produce the higher valuation for the 
gross estate, the value of the formula 
gift will go up. It will go down if the 
executor makes the opposite decision. 

Presumably, the executor is free to 
make either decision without any seri- 
ous risk of personal liability to an estate 
beneficiary who may be adversely affect- 
ed as long as there is a sensible reason 
for his action. The higher valuation will 
normally produce a better income tax 
result for all beneficiaries because of 
the improvement in basis that is pro- 
duced thereby with respect to estate as- 
sets. This fact coupled with the in- 
creased benefit to the surviving spouse 
should in most cases give the executor 
suficient reasons for his choice. 


Expense of administration 


Some expenses of administration may 
be taken either as a deduction against 
éstate income or as an estate tax deduc- 
tion. To the extent the executor exer- 
tises his choice by taking the deductions 
against estate income, he increases the 
size of the adjusted gross estate and 
hence increases the value of the formula 
gift. | 

These three powers of the executor — 
to include or exclude items from the 
deceased spouse’s gross estate, to select 
the valuation date, to take deductions as 
Mcome or estate tax deductions — are 
given by the Internal Revenue Code it- 
lf, not by the terms of any dispositive 
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instrument. They are powers created by 
operation of law. It would be impossible 
to make a marital deduction gift that 
would be certain to equal the maximum 
allowable marital deduction if the full 
deduction is not available when the gift 
is keyed to what in fact turns out to be 
the adjusted gross estate. 

If the powers given the executor by 
operation of law are deemed to make 
the surviving spouse’s interest a disqual- 
ified terminable one to the extent of the 
difference between what the formula 
would produce if the powers given the 
executor by operation of law were exer- 
cised one way as compared with another 
way, the formula gift should be drafted 
by keying it to an adjusted gross estate 
determined as though all doubtful items 
were excluded from the gross estate, as 
though the valuation date selected was 
the one that would produce a lower 
aggregate value for the gross estate, and 
as though deductions were taken as es- 
tate tax deductions rather than income 
tax deductions. If the formula were not 
so keyed, an augmentation of the surviv- 
ing spouse’s gross estate would result 
without any compensating deduction in 
the deceased spouse’s estate as to a por- 
tion of the formula gift. 

Terminable interests are referred to 
in Sec. 2056(b)(1) as ones which 
terminate or fail on the lapse of time, 
on the occurrence of an event or con- 
tingency, or on the failure of an event 
or contingency. It is submitted that the 
Code refers to, and should be construed 
as referring only to, methods of term- 
ination specified by the deceased spouse. 


The Code should not be construed so 
as to make it impossible to make a gift 
that is equal to the maximum amount 
that is allowable as an estate tax marital 
deduction. Thus, it is my opinion that 
when a formula gift is keyed to what 
turns out to be the adjusted gross es- 
tate, no portion of what passes to the 
surviving spouse will be a disqualified 
terminable interest merely because the 
executor has powers given him by opera- 
tion of law which enable him to affect 
the interest passing to the surviving 
spouse.* 


*Revenue Ruling 55-643, 1955-2 C.B. 386, is in ac~ 
cord with this conclusion: 

“In view of the foregoing, it is held that where 
the decedent has bequeathed to his wife an amount 
equal to 50 percent of the value of his adjusted gross 
estate as finally determined for Federal estate tax 
purposes, less the aggregate amount of other prop- 
erty passing to her which qualifies for the marital 
deductions, and the executors of the estate elect ta 
claim certain expenses of administration as deduc- 
tions from the gross income of the estate under Sec- 
tions 162 or 212 of the Internal Revenue Code of 
1954 rather than as deductions from the decedent’s 
gross estate under Section 2053 of the 1954 Code, 
the value of the adjusted gross estate is determined 
by subtracting from the gross estate only the deduc- 
tions authorized by Section 2053 which are actually 
allowed as deductions for estate tax purposes. See 
Rev. Rul. 55-225, C.B. 1955-1, 460. The value of the 
interest which actually passes to the surviving 
spouse should not be reduced by the amounts of 
those items which are not allowed as deductions un- 
der Section 2053.” 


A A A 
NEW CANADA-U.S. DEATH TAX TREATY 


A new death tax treaty between the 
United States and Canada was signed 
on February 17. Similar to the pact 
made inoperative by the substitution of 
the Canadian Estate Tax Act for the 
Dominion Succession Duty Act, the new 
treaty when ratified will affect estates 
of decedents dying after December 31, 
1958. 
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PRINCIPAL OR INCOME? 
(Continued from page 182) 


pany incurs capital losses. If the losses 
fall upon principal and the gains are 
allocated to income, the result would be 
gradually to diminish the principal. 

This matter was not dealt with in the 
Uniform Act. in the Revised Act it is 
proposed to provide that, although dis- 
tributions made by a regulated invest- 
ment company in its own shares with no 
option to take cash are principal, all 
other distributions of such company are 
income, whether made in the form of 
cash or an option to take new stock or 
cash or an option to purchase additional 
shares or whether made from its own 
income or from capital gains. 

Certainly the matter should be taken 
care of in the Act. And, although there 
is undoubtedly a conflict of opinion 
among the experts, it may well be wise 
to treat such capital gains as principal, 
as they are when the trustee himself 
makes capital gains for the trust, either 
directly or through the use of a com- 
mon trust fund maintained by the trus- 
tee. 


The Terms of the Trust 


It is, of course, within the power of 
the settlor to make such provision as he 
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may wish with regard to what shall be 
paid to the income beneficiary and what 
shall be paid to the beneficiary in re- 
mainer. The only limitation on the sett- 
lor’s power results from statutes for- 
bidding accumulations; he cannot valid- 
ly provide that what would otherwise be 
allocable to income shall be held in the 
trust as principal if this violates a statu- 
tory provision against accumulations. 
Thus, it was held in Pennsylvania that 
under the old Pennsylvania rule a pro- 
vision that stock dividends should not 
be apportioned but should be treated as 
principal was in violation of the Penn- 
sylvania statute against accumulations.'® 
But this was changed by statute,”° and, 
moreover, Pennsylvania has adopted the 
Uniform Act which makes stock divi- 
dends principal?! and, moreover, Penn- 
sylvania has abolished the old _ restric- 
tions on accumulations.7* 


In the Uniform Act it is provided 
that the settlor may direct the manner 
of ascertainment of income and princi- 
pal and the apportionment of receipts 
and expenses, or grant discretion to the 
trustee or another person to do so and 
that such provision and_ direction, 
where not otherwise contrary to law, 
shall control notwithstanding the Act. 


In the proposed Revised Act, it is 
provided that the settlor may direct the 
manner of allocation of receipts and ex- 
penses, and that if the trust instrument 
gives the trustee or other designated 
person discretion in allocation of re- 
ceipts and expenses, the exercise of that 
discretion, if in good faith and in ac- 
cordance with his best judgment, shall 
be conclusive even though the discretion 
was exercised contrary to the terms of 
the Act, and that no inference of im- 
prudence or inequity should be drawn 

19Maris’ Estate, 301 Pa. 20, 151 Atl. 577 (1930). 
But see Equitable Trust Company v. Prentice, 250 
N.Y. 1, 164 N.E. 723 (1928). 

— Act of 1947, Sec. 6, 20 P.S., Sec. 301.6 


2120 P.S., Sees. 3470.1 to 3470.13. 
2220 P.S., Sec. 301.6. 





from the fact of variance with the Act 
if the trustee has discretion to allocate 
principal and income. 

Where the settlor has provided for 
the allocation of receipts and expenses, 
difficult questions of construction may 
arise. Where he provides that stock divi. 
dends shall be allocated to income, the 
question may arise whether a particular 
distribution is a stock dividend or is a 
stock split. This question has arisen in 
New York in the case of a distribution 
made by the General Electric Com. 
pany.** A similar question arises even 
in the absence of a provision in the trust 
instrument where the old Pennsylvania 
rule is applicable. Thus, it arises even 
in states like New York and Pennsyl- 
vania as to trusts created before the 
statutory abolition of the old Pennsyl. 
vania rule.** 


Retroactivity 


Where a rule as to the allocation of 
receipts to income or principal has been 
adopted by decision or statute, and the 
rule is thereafter changed by statute, the 
question arises whether the statute is 
intended to be, and whether it can con- 
stitutionally be made to be, and whether 
it can constitutionally be made to be, 
applicable to trusts created prior to its 
enactment. The first question is one of 
construction. The Uniform Act as ap- 
proved by the Commissioners, provided 
that it should apply to estates which be- 
come legally effective after its effective 
date. But in Pennsylvania the legislature 
in enacting: the Act provided that it 
should apply to all estates and to all 
wills, trust agreements and trust rela- 
tions theretofore or thereafter made or 
created, except as to receipts and ex- 
penses received or paid prior to the 
effective date of the Act.*° In Wisconsin 

Matter of Fosdick, 4 N.Y. 2d 646, 152 N.E. 2d 
228 (1958). 

24Matter of Bingham, 7 N.Y. 2d 1, 163 N.E. 2d 301 
(1959). But see Cunningham Estate, 395 Pa. 1, 149 


A. 2d 72 (1959). 
20 P.S., Sec. 3470.15. 
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it was provided that the Act should 
apply ‘| all estates which are effective at 
the tine of its passage or which shall 
thereafter become effective.”® 

There is nothing in the state or fed- 
eral constitution which forbids retro- 
activity as such, The question is 
whether prior to the enactment of the 
statute the beneficiaries had acquired 
vested rights in future distributions so 
that it would be a denial of due process 
of law to change those rights. In Penn- 
sylvania the old rule as to apportion- 
ment of stock dividends was changed by 
the enactment of the Uniform Principal 
and Income Act which allocated stock 
dividends to principal. It was held that 
it was unconstitutional to give retroac- 
tive effect to the Act.27 But in Wisconsin 
the court reached the opposite result.** 

In the Revised Act it is proposed to 
provide that the Act shall apply to the 
administration of all estates and trusts 
whenever created as to any receipt or 
expense which accrues after the effective 
date of the Act, except: as to. probate 
income. 

In Pennsylvania endless trouble has 
been caused by the fact that one rule 
applies to trusts created prior to the 
enactment of the Uniform Act and an- 
other applies to trusts created thereafter. 
There has been the same difficulty in 
New York where the old rule as to 
apportionment of stock dividends was 
superseded by a statute allocating such 
dividends to principal.?® The trouble has 
been accentuated by the necessity of dif- 
ferentiating, as to trusts created before 
enactment of the statute, stock dividends 
from stock splits. 

It is submitted that there should be 
no constitutional objection to making 
the Act retroactive. The rules as to allo- 





*Wis. Stats., Sec. 231.40(12). 

“Crawford Estate, 362 Pa. 458, 67 A. 2d 124 
(1949). 

*In re Allis’ Will, 6 Wis. 2d 1, 94 N.W. 2d 226 
(1959). 


*Personal Property Law, Sec. 17-2, as inserted by 
Laws 1926, c. 843. 


cation should not be treated as absolute 
rules of property law, but rather as rules 
as to the administration of the trust. 
The purpose is to make allocations 
which are fair and impartial as between 
the successive beneficiaries. It has been 
held®® that a New York statute as to 
the rights of income beneficiaries and 
beneficiaries in remainder with respect 
to salvaging mortgages in default could 
be made retroactive without violating 
the constitution of New York or the 
constitution of the United States.* 

3oMatter of West, 289 N.Y. 423, 46 A. 2d 501 
(1943), aff’d sub nom. Demorest v. City Bank Farm- 
ers Trust Co., 321 U.S. 36 (1944). 

*The Revised Act deals not only with corporate 
distributions, but also with other matters of alloca- 
tions of receipts and expenses. All these require 


consideration, but I have not attempted to deal with 
them here. 


A A A 
Program Set for MDRT 


Dr. Mortimer J. Adler, Director of 
the Institute for Philosophical Research, 
San Francisco, will give the keynote 
address at the annual meeting of the 
Million Dollar Round Table, June 25-29, 
at the Americana Hotel, Bal Harbour, 
Fla. “Dr. Adler, one of the world’s most 
eminent philosophers, in acting as lead- 
off man for an outstanding group of 
guest and. MDRT speakers, will develop 
a philosophical framework within which 
succeeding speakers will discuss a broad 
range of life insurance and related sub- 
jects,” said MDRT Chairman James B. 
Irvine, Jr., CLU, National Life of Ver- 
ment, Chattanooga. 

One of the features of the four-day 
meeting will be a case study panel on 
the morning of June 27. There will be 
four guest speakers, all recognized au- 
thorities in estate, business and financial 
planning: René A. Wormser, of Worm- 
ser, Koch, Kiely & Alessandroni, New 
York; James F. Thornburg, of Seebirt. 
Oare, Deahl & Thornburg, South Bend; 
William J. Casey, Hall, Casey, Dickler. 
Howley & Brady, New York; and David 
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Boyd Chase, J. K. Lasser & Co., New 
York. . 

On Tuesday afternoon, several MDRT 
members will lead a series of concurrent 
workshops and idea exchange sessions 
on: disability approach to business in- 
surance; tax sheltered annuities; split 
dollar — a package sale; split dollar in 
reverse; selling professional partner- 
ships. “Joint Selling of Employee Bene- 
fit Plans” will be the topic of an evening 
workshop, also conducted by MDRT 
members. 

Wednesday morning. Mr. Thornburg 
will bring the audience up to date on 
deferred compensation and related sub- 
jects. That afternoon, Messrs. Wormser, 
Chase and Casey will team up with 
MDRT members to lead concurrent 
workshops on estate planning, opportun- 
ities in corporate planning, and life in- 
surance as an investment. 

Guest speakers on the final day of the 
meeting will be Robert R. Duncan, 
chairman of the board, Harvard Trust 
Co., Cambridge. and President, Trust 
Division, American Bankers Associa- 
tion; Louis H. Pilié, Barton, Pilié, 
Hughes and Jones, New Orleans, Presi- 
dent, American Institute of Certified 
Public Accountants; and John C. Satter- 
field, president-elect, American Bar As- 
sociation. 





Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 

Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients. We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 
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Brainduster Conference 


Successful Program for Germination of Ideas 


O. KENNETH COOPER 


Senior Vice President, Lincoln Rochester Trust Company, Rochester, N. Y. 


& AT LincoLN ROCHESTER SIT 

dewn once a year, uninterrupted 
by outside influences, like telephone, 
business appointments, family obliga- 
tions, to talk about Lincoln Rochester 
Trust Company. This series of confer- 
ences has been held each year since 
1948. Here are some of our objectives: 
Improved communications . . . improve- 
ment of personal acquaintanceships . . 
a feeling of belonging . . . the devel- 
opment of certain aspects of executive 
ability . . . firsthand knowledge of how 
and why policies were formed and a 
hand in the development of policy. 

We have customarily held our confer- 
ence on the weekend following Labor 
Day. The hotel is always reserved one 
year in advance. 

The subject matter of the program is 
made in consultation with our execu- 
tive vice president and is then submitted 
to the president. Each year Raymond N. 
Ball, chairman of the board, has given 
the opening remarks and John W. Rem- 
ington, president, closed the conference 
with a “State of the Nation” address 
about our bank. Wilmot R. Craig, ex- 
ecutive vice president, has spoken on 
some phase of management responsi- 
bility for officers, and G. Alfred Sproat, 
senior vice president, has given a paper 
on “What of the Future?” The other 
papers and discussions have fallen into 
these broad categories: Management 
and Company Affairs, Bank Operations, 
‘Credit, Consumer Credit, Mortgage 
Loans, Trust Services, Investments, Per- 
sonnel, Public Relations and Selling. 

The first year we used prepared 
papers, the second year we introduced 
speaker panels for liveliness, spontaneity 
and increased participation. Our third 
year, 1950, saw our first attempt at 
communicating ideas through the me- 
dium of an informal skit with the cast 
ranging from senior to very junior 
-officers. Over the years, these little plays 
have dealt with trust department serv- 


ices, communications, selling of bank . 


From an address at the Financial Public Relations 
Association’s 1960 Annual Convention in Boston. 
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services and management problems. In 
1956 and 1957 we tried group discus- 
sion, or “brainstorming.” Since 1958 
we have used workshops. We feel this 
latter techntque is more productive. 

The formation of our program gets 
under way quite early . . . topics in 
April, the program established in May, 
assignments for papers, first week in 
June, and the finished papers ready the 
first week in August. We provide every 
guest with a three-ring binder contain- 
ing the text of every paper delivered 
at the conference. As the conference 
starts on a Friday, a certain number of 
officers stay behind and “tend the store.” 
It has been our custom to have repre- 
sentatives from our board of directors, 
the out-of-town advisory committees, at- 
torneys’ office and our advertising 
agency. We try to limit attendance to 80. 

The cost of the conference to the 
bank is just under $75 per person. This 
includes everything from the stationery 
to hotel and recreational costs. We be- 
lieve it is money well spent. 

As a result of these conferences our 
bank’s Management Committee was 
formed in 1951 representing the princi- 
pal departments and functions and con- 
stituting an immediate broadening of 
the base of management. A Staff Ad- 
visory Board of 16 members was chosen 
on a rotating basis from employees of 
supervisory level up to officers of middle 
management responsibility. This com- 
mittee strengthens communication be- 
tween management and employees. 


The conferences serve as a medium. 


for setting new programs in motion... . 
in 1948 a new schedule of service 
charges, in 1952 changes in the bank’s 
pension plan, and in 1957 our job eval- 
uation and performance appraisal pro- 
grams. As a result of the Braindusters 
officer lending authority was liberalized 
and our Credit Department reorgan- 
ized. 

A department head has a wonderful 
opportunity through these conferences 
of selling his department to the rest of 
the organization. A good 50% of our 


trust business has been brought in by 
loaning and commercial officers because 
our trust department, over the years, 
has so thoroughly sold itself to the rest 
of the organization that we’re always 
conscious of it and always ready to give 
a potential customer that extra “push” 
toward the trust department. 

John Remington starred in a skit at 
one of these conferences in the early 
days, dressed in an old lady’s clothes 
with a wig on his head, representing a 
Mrs. McCarthy who had troubles and 
came to the trust department. He was a 
sketch, and looked very little like a 
prospective American Bankers Associa- 
tion President. But he sold the trust 
department to the group — an example 
of the opportunity of persuasively pre- 
senting a department and its problems 
to a very receptive audience. 

These Brainduster Conferences on the 
officer level stimulated sufficient inter- 
est within the bank to warrant the es- 
tablishment in 1954 of a staff confer- 
ence at the’ supervisory level. Held al- 
most immediately after the Brainduster, 
the staff conference presents the essen- 
tials in capsule form and offers oppor- 
tunities for staff participation in brain- 
storming and discussion groups. 

Our Brainduster Conference has been 
a very profitable management develop- 
ment tool. It has given us an opportunity 
to observe junior as well as senior ofli- 
cers in action. After our people have 
participated in a Brainduster Confer- 
ence and have shared in the germina- 


tion and development of an idea they | 


know they are a part of the planning 
for our company and its future. 

The Brainduster has confirmed our 
belief that it is just as important for 
bankers to assemble and discuss in 
broad terms their ideas and plans for 
tomorrow as it is for businessmen and 
industrialists to do so. It has enhanced 
our value as individuals to the bank. It 
has stimulated thinking and re-kindled 
enthusiasm. It has given us occasion to 
join in a contagion of ideas, to do some 
blue-sky thinking, and to dream a little. 


Trusts AND ESTATES 
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LIFE INSURANCE GENERAL AGENT 

says this question was put to a 
trust officer he knows: “My wife is a 
wonderful woman, but she has a blind 
spot for some relatives I wouldn’t buy 
at any price. I’d like to qualify it for 
the marital deduction, but if I leave her 
in full control of half of my estate, I’m 
afraid her family will quickly find a 
way to get their hands in the till. But 
if I leave everything to the children, 
with only a life interest to my wife, then 
the estate tax will cost them just about 
as much as I’m afraid my inlaws 
might.” 

This man wanted to know if there 
was a solution he’d overlooked. There 
was. “A good many men are skittish 
about using the marital deduction, and 
not always for inlaw reasons,” the trust 
officer told him. “Fortunately, all you 
have to do is figure the estate tax and 
other costs of giving everything to your 
children, then insure your wife’s life for 
enough to pay the bill.” 

Of course that isn’t quite the whole 
story. The general agent I’m quoting 
reports they took some income produc- 
ing securities and set up a trust, for the 
benefit of the children after their moth- 
er’s death, and directed the trustee to 
purchase the necessary amount of life 
insurance on the wife’s life. Trust in- 
come was used to pay the premiums. 
and the trust was named the sole and 
irrevocable beneficiary. 

This should work out very well — for 
the man, for his wife, for their children, 
and for the U. S. Treasury, too. 

It was a good solution for the man 
with the problem. He’s now sure that 
all of his assets will eventually belong 
to the children — no “inlaw tax” to pay 
— and the money will be there, on their 
mother’s death, to meet the estate tax 
and other costs in full. He’s also getting 
a break on the cost of insuring his wife’s 
life, as it’s being paid out of income 
taxed to the trust at the lowest rate, in- 


stead of to him in his much higher 
bracket. 
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ESTATE SIDE OF LIFE INSURANCE 


CHARLES C. ROBINSON 


In collaboration with Institute of Life Insurance 


INSURANCE IN LIEU OF MARITAL DEDUCTION 


It was a good solution for his wife. 
She’ll have the full income from her 
husband’s estate, but none of the respon- 
sibility for managing and conserving it. 
(A second trust was involved, here, but 
I won’t spin out the details.) 

It was a good solution for the chil- 
dren. Full control of their father’s estate 
won’t come to them until they’re old 
enough to know what they want to do 
with it. 

And it was a good solution for the 
U. S. Treasury. It will benefit from a 
much larger estate tax than it would 
have collected had the marital deduction 
been used. 

I was reminded of this case by a life 
insurance man in West Virginia who 
heads this department. He thinks there 
is entirely too much emphasis on the 
tax favored aspects of life insurance, 
because “any tax shelter can be torn 
down by Congress — and there’s im- 
pressive evidence that a wrecking crew 
is getting ready to do some serious 
work on the hodgepodge of exceptions 
and contradictions that combine to 
make our tax law so difficult to under- 
stand, and so costly to live with.” 

This man is a well established sales- 
man. Last year, he placed life insurance 
on more than 100 lives, in average size 
policies of about $15,000, and I’d say 
he has earned a right to his opinion. 
He says: “In no instance was a tax ad- 
vantage a primary consideration in the 
sales I made — and most of the time it 
wasn’t even a secondary factor. Basic- 
ally, I sell life insurance to furnish the 
money with which to pay taxes — not 
avoid them.” 

I doubt that many successful life in- 
surance men would quarrel with him — 
in principle. Another qualifying member 
of the Million Dollar Round Table I 
talked with just the other day said he 
believes “the bulk of all life insurance 
in force, including a substantial part of 
new life insurance sold in recent years, 
was bought too: 1) create property; 
2) conserve property already owned; 
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or 3) to accomplish some combination: 
of the first two purposes.” 

He also said: “When they can be- 
made, tax savings reduce the cost of 
life insurance, or any other asset — 
and I think a man is stupid if he pays 
more for anything than he has to pay. 
But he’s even more stupid if he buys. 
something he neither needs nor wants, 
just because he can get it at a reduced 
price.” 

Certainly in the example I’ve quoted, 
I doubt that the trust officer based his- 
solution to the problem of inlaw risk 
on the fact that life insurance on the 
man’s wife could be paid for out of 
low-taxed income. But, once the use- 
and need for life insurance was estab- 
lished and agreed to, then it made sound’ 
sense to look for the least costly way to 
buy it. Matter of fact, if the trust officer- 
or the life insurance man who made 
the sale had failed to take this cost- 
minimizing step, I’d think the buyer- 
had been short-changed. 

Probably our West Virginia reader is 
right in thinking it’s poor policy to sell 
life insurance because of a tax advan- 
tage (it might be taken away); but 
where a need for life insurance is indi- 
cated, there would seem to be every 
reason why a man should grab onto 
every advantage he can find — and for 
life insurance men to continue looking- 
for and pointing out where those ad- 
vantages can be found. 


Case of the Self-Made Man 
Who Hadn’t Finished 


’D LIKE TO TELL YOU ABOUT ANOTHER 

life insurance sale. It’s pretty typical’ 
in principle, but this one had nothing 
whatever to do with taxes. A general 
agent I know vouches for the story, and’ 
I think it’s a good illustration of one 
hard-core reason why men buy life in- 
surance—and how capable salesmen sell. 

T’ll call the sarlesman Al, becaus= it 
happens to be his name; and his client 
can be Joe — which is about as far 
away from his real name as I can get. 
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Al is a dedicated golfer, with a slice 
he claims his club pro can’t cure; so, 
all through the season, he goes to a 
driving range at night, works on it 
himself, and makes it worse. Joe, who 
used to be a truck driver, is an earth- 
moving contractor with a knack for get- 
ting his bids accepted — and still new 
enough to six-figure money to be proud 
of his income tax bracket. Joe took up 
golf a year or so ago, is nuts about the 
game, and has his name on the waiting 
list of a club that'll probably never ac- 
cept him for membership. He, too, goes 
to the driving range at least three eve- 
nings a week — and his slice is horren- 
dous. It must be true what they say 
about misery, for Al and Joe became 
good friends. 

When Al first got around to mention- 
ing that he’s in the life insurance busi- 
ness, Joe said: “It’s a shame we didn’t 
know each other last year. 1 bought me 
a cool two hundred grand. You never 
know — I might get bumped off — and 
if | did, my missus wouldn’t do so good 
in the earth-moving profession. This 
way, I figure she and the kids are set, 
regardless.” 

Before they called it an evening, Al 
had learned a good deal about Joe — 
especially about what was eating him. 
“I come up the hard way,” Joe told him, 
“and I mean hard. Maybe you went to 
college to learn your business, and that’s 
fine with me if you did — but I went 
to work while my old man still had to 
lie about how old I was. But I haven’t 
done so bad. Give me five more years 


and I'll be worth a million — I’ve got 
almost half of it now.” 

Next time they met, Al said: “Joe, 
could you pass an insurance examina- 
tion?” 

“What for?” Joe asked. “I told you I 
just bought two hundred grand _ last 


year, and that’s all the insurance I 
need.” 
Al said: “Sure — maybe it’s more 


than you need — but I’m thinking about 
how to get you what you want, not what 
you need. That two hundred is peanuts 
— for you’re going to be a rich man, 
if you live. What I’m thinking is — if 
you can get it — why not take on 
enough life insurance to capitalize what 
you already know your're going to 
make? That way you'd make it anyhow 
— live or die.” 

When Joe finally decided, several 
days later, he said he guessed he’d take 
another $200,000. Al started to write the 
application, then stopped and_ said: 
“Look, Joe, why: don’t we make this 
for three hundred? That way, you'll 
have half a million — and with what 
you ve got, outside of insurance, there’s 
your million.” 

Joe said: “Okay, go ahead.” 

I said this was a good illustration of 
one basic reason why men buy life in- 
surance. A man who has sold life in- 
surance to more than 100 clients who 
are each worth more than a million 
dollars tells me: “In every instance 
but one, pride of accomplishment, a 
desire to conserve what they had al- 
ready accumulated, or to capitalize what 








Our Trust Department Serves 


Beneficiaries in Pennsylvania and across the nation. 


Pension and profit-sharing plans, large and small. 


Other banks and trust companies in ancillary administra- 


tion. 


e Lawyers, C.P.A.’s and life underwriters in the teamwork 


of estate planning. 


And we'd 
like to serve 


you too! 
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they had set as a minimum goal was 
the solid base for my first sale to each 
of these men — and for most of the 
sales that have followed since.” 


Annuity Renascence? 


°M NOT SURE IT SHOWS IN SALES sTa- 
I tistics, but I see the reader mail de. 
veloped by a weekly newspaper column 
published in papers with a combined 
circulation of just under six million, 
and an increasing (also surprising) 
number of these people want to know 
more about annuities. I’m mentioning 
this because another sale (actually, it 
was an order) I want to report may not 
be so exceptional as it seems. 

The buyer is a 33-year-old manufac- 
turer’s agent. Financially, he’s doing 
well for his age — or any age — and 
the general agent who handled this case 
tells me “he knows what he wants when 
he buys something.” What follows (with- 
out quotes) is this man’s own descrip- 
tion of what he wanted — and his 
reasons for wanting it. 

We're living in an age of periodic in- 
flation (note: scarcely a new thought, 
and perhaps debatable, but I for one 
would accept it as sound). I intend to 
hedge in two ways. I think | can build 
my business fast enough to keep ahead 
of increasing costs — as long as | want 
to keep on working — and I’m going 
to buy equities to protect me later on. 

I’m in a good business, and | think 
I’m good at it. Between now and the 
time I’m 65, I should make a lot of 
money. I hope to save some of it and 
I’m going to put most of what I save 
into growth stocks. If I’m careful, and 
a little lucky, I should be all set when 
it’s time to ease off. 

But I might not be lucky, or I could 
get careless; so I want to buy an an- 
nuity — the kind with some life insur- 
ance tacked on while I’m paying for 
it — that will give me a basic income 
of $500 a month, for life, commencing 
when I’m 65. 

I know all the arguments about this 


being “expensive” insurance, and may: , 


be it is. Just the same, what I want is 
a solid, guaranteed floor under my 
future income. If I do as well as I think 
I will, then the extra cost won’t make 
any difference — and if I don’t do that 
well I'll need the floor, regardless of 
what it costs. 

(Note: He also said he’d originally 
thought in terms of $300 a month as his 
floor, but that he increased it to $500 
because he didn’t think the dollar would 
buy anything like as much, 32 years 
hence. ) 


TRUSTS AND EsTATES 
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TRUST OPERATIONS and ADMINISTRATION .... 








RUSTMEN HAVE FOR SOME YEARS 

been discussing the question whether 
there is any obligation upon trustees to 
take into account the decreasing pur- 
chasing power of the dollar in making 
investments for their trusts. Up to now 
there have been no court decisions 
making this a requirement and the con- 
sensus has been that although there may 
perhaps be a moral duty to do so, there 
is no general legal requirement to such 
eflect. To put it in another way, since 
the trustee has just as much of an obli- 
sation to the life beneficiary as to the 
remainderman he cannot take a position 
which could be more favorable to the 
latter. Therefore, it would be only where 
the purchase of stocks for appreciation 
would also benefit the life tenant 
through an increase in his income that 
an afirmative program for the acquisi- 
tion of stocks is justified. 

The Supreme Court of Minnesota has 
now held that there is such a duty.' In 
a case decided last November, the court 
not only stated that a trustee should 
acquire stocks as a hedge against infla- 
tion but ruled that the trustees in ques- 
tion should have authority to do so 
despite a provision in the instrument 
specifically forbidding them to acquire 
stocks or real estate. 

Dr. Charles W. Mayo, of the famous 
Mayo Clinic in Rochester, Minn., estab- 
lished several trusts during his lifetime. 
The case involved two of these trusts, 
set up in 1917 and 1919. The first of 
these is likely to be a long term trust 
a it is to continue for 21 years after 
the death of the life beneficiary who 
was 51 at the time of the hearing. Thus 
it may well not terminate for another 
50 years. The latter will be of much 
shorter duration as it is to terminate in 
Part as each child of the life beneficiary 
attains the age of 30. Presumably it will 
be fully extinguished in 15 or 20 years. 
Both trusts had been amendable by the 


eo 


In re Trusteeship under agreement with Charles 


W. Mayo, 105 N.W. 2d 900, reported in T&E, Dec. 
60, p. 1204. 
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Contributing Editor 


THE MAYO CASE: 


donor during his lifetime. He had died 
in 1939. Both trusts had identical in- 


vestment clauses as follows: 


“. . . The TRUSTEES shall hold said 
property as a trust fund and collect 
the interest, income and profits there- 
from as the same accrue: manage, 
care for and protect said fund all in 
accordance with their best judgment 
and discretion, invest and re-invest 
the same in real estate mortgages, 
municipal bonds or any other form of 
income bearing property (but not real 
estate nor corporate stock) ... (Italics 
supplied by the court). 


The principal petitioner was the life 
beneficiary, who asked the court for 
orders authorizing the trustees to devi- 
ate from the strict terms of the trust 
instruments. Her principal argument 
was that there had been a tremendous 
inflation and consequent depreciation in 
the purchasing power of the dollar since 
the death of the testator which he could 
not have forseen in 1939, much less 
when the trusts were established. She 
showed that the assets of the 1917 trust 
had a value of about $957,000 in 1940 
and were worth $968,000 today. Both 
trusts were invested mostly in munici- 
pal bonds. She also pointed out that in 
terms of the 1940 dollar, the 1917 trust 
had a present value of only $456,000. 
The same general situation applied to 
the smaller 1919 trust. 


The trustees opposed the petitions on 
the general ground that the intention of 
the donor was perfectly clear from the 
terms of the investment clauses and that 
there was no emergency or change of 
circumstances which would justify a 
deviation from the specific directions of 
the donor. They pointed out that he 
had lived through the inflation of the 
1920s and the depression and lowering 
of bond interest rates of the 1930s with- 
out altering the investment provisions 
of these trusts although he was aware of 
his power to amend them and he had in 
fact amended another of his trusts to 
permit the acquisition of common 


DEVIATION FROM INVESTMENT RESTRICTIONS 





stocks. The lower court having accepted 
the position of the trustees, the peti- 
tioner and other beneficiaries appealed. 


The Supreme Court cited a large 
number of cases, both in Minnesota and 
elsewhere, in which leave to deviate 
from the investment provisions of trusts 
had been denied. It went on to say: 


“It is only in exceptional circum- 
stances described as cases of emer- 
gency, urgency or necessity that devi- 
ation from the intention of the donor, 
as evidenced by the trust instrument, 
has been authorized. In most of the 
cases where deviation was authorized, 
the fact that the donor could not have 
foreseen the changed circumstances 
played an important part. Even under 
such circumstances deviation will not 
be authorized unless it is reasonably 
certain that the purposes of the trust 
would otherwise be defeated or im- 
paired in carrying out the donor’s 
dominant intention.” 


The court then proceeded to a de- 
tailed discussion of the boom of the 
1920s with particular attention to the 
actions since taken, such as the enact- 
ment of the Securities and Exchange 
Act, which have had a tendency to make 
investments by trustees in stocks safer 
than had been the case before. There- 
fore, said the court, there do not exist 
today the dangers which might result 
from the purchase or holding of com- 
mon stocks which might have influenced 
the donor to forbid their use by his 
trustees as of the time he established 
the trusts or as of the time of his death. 

The court went on to say that it could 
take judicial notice, in addition to its 
consideration of the evidence, that a 
serious inflationary situation developed 
after the donor’s death and that there 
is a continuing danger of further infla- 
tion, at least of the “creeping” variety. 
Thus the court concluded as follows: 


“It appears without substantial dis- 
pute that if deviation is not permitted 
the accomplishment of the purposes 
of the trusts will be substantially 
impaired because of changed condi- 
tions due to inflation since the trusts 
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were created; that unless deviation is 
allowed the assets of the trusts, with- 
in the next 20 years, will, in all like- 
lihood, be worth less than one-fourth 
of the value they had at the time of 
the donor’s death. To avoid this we 
conclude that in equity the trustees 
should have the right and be author- 
ized to deviate from the restrictive 
provisions of the trusts by permitting 
them, when and as they deem it ad- 
visable, to invest a reasonable amount 
of the trust assets in corporate stocks 
of good, sound investment issues.” 
(Italics supplied.) 


The italicized language indicates be- 
yond doubt that the court was thinking 
of the value of the trusts in terms of the 
purchasing power of the dollar. It seems 
to have abandoned the criterion of the 
number of dollars, which has hitherto 
been the standard of measurement of a 
trustee’s performance. It seems to the 
writer that a widespread acceptance of 
this view would have the inevitable re- 
sult of causing beneficiaries to require 
that their trustees be seers. A crystal 
ball would have to be part of the equip- 
ment of every trust investment officer. 


Although the court is careful to say 
that it is only authorizing the trustees 
to invest a “reasonable amount” of the 
trust assets in common stocks and indi- 
cates its opinion that in this manner 
“the trusts will, so far as possible, be 
fortified against inflation, recession, de- 
pression, or decline in prices,” it is easy 
to see that beneficiaries will henceforth 
test the performance of their trustees 
against the Consumers Price Index of 
the Bureau of Labor Statistics, or some 
other similar composite figure. The 
meaning and intent of the prudent man 
investment rule will be extended far be- 
yond what it was intended to do. Does 
every prudent man buy stocks? If so, 
to what percentage of his wealth? Will 
a remainderman of a very large trust, 
where tax free bonds are clearly indica- 
ted as in the best interests of the life 
beneficiary, be able to successfully as- 
sert a surcharge against the trustee be- 
cause he did not buy or hold common 
stocks? In such a case, how is the trus- 
tee to know which of the conflicting in- 
terests it is his duty to protect? By in- 
vesting wholly in municipal bonds, a 
trustee in such a case has been fulfilling 
his historic duty of providing a suitable 
income without impairing the principal 
dollarwise. This has always been true 
even where the trustee has had full dis- 
cretion. No interested party has hitherto 
been able to require him to adopt a par- 
ticular investment policy when he could 
show that the one he was pursuing was 
fair to all in terms of dollar benefits. 





Of course it is desirable that trustees 
take into account such things as infla. 
tion and the decreasing value of the 
dollar. Most trustees are doing this all 
the time in trusts where they have jp. 
vestment discretion and where it is pru. 
dent in an overall sense for them to do 
so. Doubtless that is all the Minnesota 
court thought it was requiring of the 
trustees in the Mayo case. But it is 
hard to see how that case can fail to 
result in the assertion of a new standaraq 
of liability which it may be impossible 
for many trustees, however good their 
intentions and performance, to meet, 

As a practical matter it must be as- 
sumed that Minnesota trustees will have 
to take a new and hard look at all their 
trusts which contain restrictive invest- 
ment clauses in order to determine 
whether they should themselves ask 
leave of the court to deviate, since some 
beneficiaries might seek a surcharge 
later on for their trustees’ failure to in- 
crease the dollar value of their trusts. 
In other states trustees of restrictive 
trusts will probably be able to ignore the 
Mayo case unless and until some inter- 
ested parties attempt to have the local 
courts declare it the rule in their states. 
In view of the historical background and 
the difficulties of operating under the 
Mayo decision, it does not seem likely 
that courts in other jurisdictions will 
rush to follow it. 


MICROFILMED RECORDS 


N 1951 THE CONGRESS ENACTED A LAW 
i] which was intended to make micro- 
filmed copies of documents as acceptable 
as the originals in proceedings in Fed- 
eral courts.! The bill was an excellent 
step forward except in one respect. In 
providing that microfilms of bank rec- 
ords could be received in evidence, it 
added the words “unless held in a cus- 
todial or fiduciary capacity.” 

The legislation had been prepared by 
the Commissioners on Uniform State 
Laws and in its original draft did not 
contain these words of exception. How- 
ever, it seems that when the matter was 
up for discussion one commissioner 
urged that this exception be made be- 
cause of some fear that otherwise there 
might be a rush by bank trustees t0 
destroy their original records and that 
as a practical matter proof of such rec: 
ords by microfilms might be unsatisfac- 
tory. This alteration was accepted, evi 
dently without too much further thought. 

A year or so later the identical bill 
was enacted in New York, with the of 
fending words included. Counsel fot 


1. S. Code, Title 28, Sec. 1732 (b). 
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banks were unwilling to advise that 
trust and estate records of any kind 
could }e destroyed after microfilming, 
if they might possibly be later required 
as evidence, since the statute might be 
construed to supersede the common 
law rules as to what is competent sec- 
ondary evidence. Accordingly the new 
law did not help New York fiduciaries in 
the slightest. 

It is obvious that fiduciaries are not 
going to destroy original instruments 
under any circumstances but there are 
many kinds of records which it is fool- 
ish to be forced to keep indefinitely. 
These include such things as copies of 
statements to beneficiaries, brokers’ 
statements, internal tickets, etc. Accord- 
ingly the New York legislature was with- 
out difficulty persuaded to eliminate 
these eight words a few years later. 

It must be borne in mind that the 
Federal statute does not apply solely to 
national banks. It has to do with ad- 
missible evidence in Federal courts and 
hence could affect any bank which is a 
party to a case in such courts. For this 
reason it has seemed eminently desirable 
to excise these words from the Federal 
statute also and a bill to this effect, spon- 
sored by the Trust Division of the 
American Bankers Association, has just 
been introduced in the Congress under 
the number H.R. 3227, by Congressman 


Robert T. Ashmore of South Carolina. 
It has been referred to the Judiciary 
Committee. Due to the delay in the or- 
ganization of the House it is not known 
at press time who will be the members 
of the subcommittee to which the bill 
will be referred. It would be helpful if 
as many trustmen as possible would 
write to Congressman Ashmore to let 
him know that they heartily approve 
this very desirable piece of legislation. 

All too few states have satisfactory 
legislation on the subject of microfilm- 
ing and most have none at all. Wide 
adoption of the Federal statute without 
the eight restrictive words would be 
Very helpful in enabling trust depart- 
ments to eliminate the present expense 
of maintaining many linear feet of 
Warehouse space for the storage of 
records which may never be needed and 
Which could be preserved in compact 
form. 

Two months ago it was briefly noted 
in this column that a new schedule for 
the retention of records was in the 
Course of preparation by the Trust Divi- 
sion of the New York State Bankers As- 
sociation. This schedule is now in print. 
It covers 28 types of records used in 
estates, guardianships and committees of 
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incompetents; 27 in the case of trustees; 
and 18 for agency, custodian and in- 
vestment management accounts. Ten of 
the types of records used by the first two 
groups are recommended to be held in- 
definitely and only one in the case of 
agencies. The recommended periods of 
retention for the other classes of records 
range from destruction after their pur- 
pose is served to retention until some 
definite future event, such as an ac- 
counting, or until the lapse of a certain 
number of years, usually ten, after the 
closing of the account. Attention is 
called to the possible use of microfilms 
to save valuable storage space with ja 
caution as to reliance on this procedure 
in jurisdictions where the case or statu- 
tory law as to the admissibility of such 
duplicates in evidence may not be en- 
tirely clear. Copies of the schedule may 
be obtained at $1.00 each from the office 
of the New York State Trust Division, 
405 Lexington Ave., New York 17, N. Y. 


RECORD AND CHECK SYSTEM 
M* YEARS AGO TRUSTS AND Es- 


TATES developed a very complete 
record and check system which has 
proved useful to and popular with trust 
departments. and attorneys over the 
years. These schedules have now been 
reviewed and brought down to date. 
They contain spaces for the entry of 
every conceivable fact or action neces- 
sary to know or perform in the proper 
administration of fiduciary accounts. 

The chief purpose of any such sched- 
ules is to keep a record of what needs 
to be done, when it is to be done and 
when it has been accomplished. Without 
a check system something is likely to be 
overlooked if the trust officer is unavail- 
able. He might die, retire, be ill or go 
on vacation. In any event, if there is 
an up to date check list in the trust de- 
partment, the man who takes over his 
work will know exactly where it stands. 
Furthermore, when examiners come in 
they can learn the exact status of each 
account under administration without 
having to waste time asking a lot of 
questions. 

These forms represent the most com- 
plete and detailed statements of facts 
and duties that the writer has seen. They 
are adaptable to the operations of any 
trust department, large or small. The 
cost for a complete set is $6.00. A few 
of the forms are applicable only to cor- 
porate trustees, being those of an inter- 
departmental nature. The remainder are 
as useful to an individual fiduciary as to 
a bank and have been separately put 
together for attorneys at $5.00 a set. 
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THE TEST 
OF TIME 


70 years of proven fiduci- 
ary experience qualifies 
American Security ... 
Washington’s largest and 
best known trust company 

. . aS a wise choice for 
correspondents having 
trust problems in the Na- 
tion’s Capital. 


AMERICAN SECURITY 


AND TRUST COMPANY 
Washington, D.C. 


Member Federal Deposit. Insurance Corporation 
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SELECTED TRUST COMMENTS FROM 
ANNUAL REPORTS* 


Continental Illinois National Bank 
& Trust Co., Chicago 

The dollar volume of wills admini- 
tered in 1960 was greater than during 
any previous year ... The Investment 
Trust for Employee Benefit Plans has 
assets in excess of $60,000,000. 


First National Bank, Chicago 


The volume of purchase and sales of 
securities and the number of new ac- 
counts reached new high levels .. . In- 
come collected for beneficiaries was 
greater than ever . . . Schools, hospitals, 
orphanages and other privately endowed 
organizations benefit from estates in our 
custody ... The Department now serves 
beneficiaries in all states of the Union 
and many foreign countries. 


Harris Trust & Savings Bank, Chicago 


“The department operates profitably 
and contributes materially to the net 
earnings of the bank. It has had a record 
of continuous growth over the years.” 
The year was notable in the volume and 
character of new business received. Will 
appointments and insurance trusts ex- 
ceed in number those:of any previous 
year. 


Lake Shore National Bank, Chicago 


The number of sizable trusts and es- 
tates showed a marked increase. 


LaSalle National Bank, Chicago 


The trust department is an increasing- 
ly profitable part of the bank’s opera- 
tions .. . maintained vigorous growth in 
all phases of its activities. A steady vol- 
ume of new trust business is obtained 


*This continues the excerpts about trust depart- 
ment operations in 1960, tabulated in the February 
issue at p. 104. Reports received subsequent to that 
tabulation will be covered in later issues. 


through referrals by banking depart. 
ment officers, customers, and calls upon 
the legal fraternity. 


Northern Trust Co., Chicago 


“Of importance to many individuals 
concerned with the problem of caring 
for their investments is the assistance 
provided by experienced, well-informed 
investment officers. Their knowledge and 
analytical talents are available to cus. 
tomers through Investment Management 
Advisory Service, as well as through the 
other trust services. 

“Through travel and research, North- 
ern Trust investment officers maintain 
continuing contacts with businesses and 
industries throughout the country, 
assessing first hand a wide variety of 
investment situations. The Northern 
Trust’s experience extends to many other 
types of assets, including real estate, 
farm property, family-owned businesses, 
royalties, and mineral rights. With In- 
vestment Management Advisory Service, 
the customer retains full control of his 
investments, while assigning to Northern 
Trust Company the responsibility for 
managing these investments, collecting 
income, keeping records, and providing 
careful, full-time attention to the many 
important details involved.” 

(The above is quoted as a good ex- 
ample of informative selling through the 
annual report.—Ed.) 


Fort Wayne National Bank, Fort Wayne 


All _ departments made satisfactory 
progress, “the most impressive being 
registered by the trust department.” 


American Fletcher National Bank & Trust 
Co., Indianapolis 


New highs were made in appointments 








Walter J. Madigan, vice president in the Trust Department of Northern Trust Co., Chicag® 
is shown in bank’s conference room for customers, in picture taken from annual report 


Member Federal Deposit Insurance Corp. 
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as trustee, administrator and guardian 
_,. Coramon Trust Fund A has 400 ac- 
counts . . . 16 officers and 57 staff mem- 
bers administer and invest fiduciary ac- 
counts. 


Indiana National Bank, Indianapolis 


The number of accounts increased 
10% and the number of wills on deposit 
yeached 2 new high. 


Citizens Fidelity Bank & Trust Co., 
Louisville 


“The operations of the trust depart- 
ment provide the largest share of our 
income from Services.” 


Depositors Trust Co., Augusta 


Of the $6,000,000 increase in trust 
assets, the former First National Bank 
of Belfast accounts for $2,500,000 and 
the bank’s new trust business program 
for $3,500,000. In addition, testamentary 
nominations exceeded $6,000,000. 


Canal National Bank, Portland 


Trust department business increased 
more than in any previous year... 
Five types of Common Trust Funds are 
available: balanced, all stock, and bond 
preferred stock for trusts; equity and 
fixed income for pension and profit shar- 
ing plans. 


First National Bank, Portland 


Record growth in personal trusts, cor- 
porate trusts and services to munici- 
palities and other governmental opera- 
tions throughout the State. 


Baltimore National Bank, Baltimore 


Marked progress in acquisition of new 
operative business . . . Many new ap- 
pointments under wills. 


First National Bank, Baltimore 


Income exceeded that of the previous 
year for the 12th consecutive year. 


Mercantile-Safe Deposit & Trust Co., 
Baltimore 


Excellent results in both earnings and 
assets . . . Many millions of dollars of 
potential future business added .. . 
Common Trust Fund has $49,000,000 and 
1700 accounts. 


Second National Bank, Cumberland 


“The most noteworthy growth” was 


in the book value of assets of the trust 
department. 


Boston Safe Deposit & Trust Co., Boston 


Book value of trust and executor ac- 
counts showed a net increase of $23,000.- 
000 and the gain in agency accounts was 
substantially greater. Three Common 
Trust Funds are in operation: balanced, 
fixed income, and common stock. 

“A significant development of the last 
decade has been the pronounced trend 
‘oward mergers among banks. In the 
‘ommercial banking field, there are 





‘STATES 
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fundamental reasons for this, and we 
expect the trend to continue. 

“However, in the ‘trust business’, 
where our activities have always been 
concentrated, we do not feel that big- 
ness in itself is an asset once sufficient 
size has been reached to provide all de- 
sirable specialized services together with 
adequate quality and depth in manage- 
ment and staff. 

“We know that trust business — an 
essential service — is growing. Within 
it, we believe that the advantages of 
assured continuity and the highly skilled 
investment and other personal services 
provided by a competent corporate trus- 
tee will be increasingly recognized.” 


First National Bank-Old Colony Trust Co., 
Boston 


Fiduciary and agency assets showed 
the greatest net growth for a single 
year. Pension trust growth was the 
major single factor, “and for the first 
time total pension trust assets were 
greater than personal trusts. 


New England Merchants National Bank, 
Boston 


Excellent new business results both in 
dollar totals and numbers of accounts. 
For pension and profit sharing trust 
customers two special funds were estab- 
lished, fixed income and common stock. 
Rockland-Atlas National Bank, Boston 


Marked growth in number and value 


of active accounts. Substantial increase 
of future business potential through wills 
and insurance trusts. As a companion 
to the balanced Common Trust Fund, 
a fixed income fund was established. 


State Street Bank & Trust Co., Boston 


“Because of the broad range of their 
services and the substantial contribu- 
tion they make to income, Personal Trust 
and Corporate Trust-Transfer Divisions 
are described in a special section.” .. . 
In addition to the balanced Common 
Trust Fund, three Group Trusts are in 
operation, one each for profit sharing 
plans, pension plans, and pension plans 
for banks. 


Harvard Trust Co., Cambridge 


More trust assets and a larger income 
than ever before ... The handling of 
businesses in trusts and estates has par- 
ticularly developed. 


(To be continued) 


A A A 


e Central Trust Co. of Cincinnati has 
been presented the United Shareholders 
of America Management Shareholder 
Award for the seventh consecutive year. 
The award was given to the Bank by the 
national, non-profit organization of 
American stockholders, in recognition of 
the bank’s efforts to keep its share- 
holders fully informed. 
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OOKING BACK ON A DECADE OF THIS 
L country’s pension literature several 
adjectives spring to mind: restrained, 
“deadpan,” scholarly, encyclopaedic — 
and even obtuse. But, with the sole ex- 
ception of articles criticizing our social 
security system, in which “anything 


29% 


goes,”* nowhere in this literature is 
there any suggestion that certain types 
of pension plan and financing systems 
are open to serious criticism from any- 
one armed with the full facts. In fact 
nearly all our books and articles on 
private pension plans, whether by in- 
surance company officials, trust officers, 
insurance brokers or qualified actu- 
aries, “accentuate the positive.” “Never 
knock your competition” is a well-ob- 
served rule of American pension busi- 
ness. 

It is thus with a devilish glint in our 
columnist eye that we report a really 
excellent little (yes, little!) critical book 
from Britain.+ Respectability of con- 
tent is assured by a charming Foreword 
from Lord Beverage, that Altmeister of 
social insurance theory and practice. In 
this he tells how his personal experience 
illustrates two of the burning questions 
in the private pension field, namely in- 
flation and vested rights. As regards the 
former, Lord Beverage relates that the 
lump-sum he received in 1944, in lieu 
of a monthly pension now worth 30% 
of its‘ then value, was invested largely 
in equities and has always enabled him 
to pay his way. On the matter of vested 
rights he recounts that after 10 years 
of “extremely strenuous service” as a 
civil servant he received no severance 
benefits whatever, whereas after 18 years 
at London University he moved to Ox- 
ford without losing his accrued bene- 
fits. 

Pilch and Wood’s book “is intended 
for the director or company secretary” 
and is an attempt to “encourage a more 
human and less statistical approach to 


*See, for example, the articles cited in the October 
1960 issue of this column. 

7Pension Schemes by Michael Pilch & Victor 
Wood (Hutchinson of London (sic), 1960, pp. 223, 
40 shillings). 
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A BRITISH PENSION CONSUMER GUIDE 
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the problems that are involved.” Of its 
ten chapters only four (Chaps. 2-5) have 
direct relevance to pension problems in 
the U.S. since most of the remainder is 
devoted to recommendations about speci- 
fically British tax and social security 
problems. 

Nevertheless even on the subject of 
social security the authors have pro- 
posals that make sense in the American 
milieu: 


“We suggest that the fundamental 
problem which has to be faced is 
whether to pay inadequate pensions 
to everybody or to grant reasonable 
subsistance pensions to those who 
really need them. 

“. . . the formidable task of re- 
educating the public on the question 
of contributions. The work of years 
has here to be undone, since there 
have been so many references to the 
‘insurance principle’ and to benefits 
‘secured’ by this, that and the other 
rate of contribution, that many peo- 
ple have indeed come to believe that 
the State Pension is something to 
which they are entitled by right of 
purchase.” 


We wish we had space to elaborate on 
some of the excellent arguments ad- 
vanced by these authors in their advice 
to the employer about the four “basic 
problems,” namely (1) Why have a 
pension plan at all?, (2) Insured or 
trust-funded?, (3) Contributory or 
non-contributory?, and (4) Capital or 
income at retirement? But, instead, we 
will give a number of quotations from 
the book. This is, perhaps, all the more 
desirable since relatively few of us will 
see copies of the work itself. 

For example, with regard to the first 
problem: “The cost of having a pension 
scheme must, therefore, always be bal- 
anced against the cost of not having 
one.” And then, when it comes to at- 
tracting the employees: “The rule which 
an employer should adopt is to express 
the benefits in terms of capital, when 
promulgating the scheme to his em- 
ployees, but to express them in terms 
of income, when he is making his own 
private assessment of them.” 








The practical problem of attracting 
the younger employee is solved in the 
following way: 


“The benefit of greatest importance 
to the younger man, however, particu- 
larly to one who is married, is the 
death benefit . . . To provide a death 
benefit of $10,000* for a man aged 
40 until he is 65 would cost approxi- 
mately the same as the amount needed 
to provide him with a pension from 
age 65 onwards of $450 per annum. 
Considered simply as an inducement 
to join or stay in the service of a 
particular employer, the former bene- 
fit is the more likely to prove effec- 
tive.” 


In this connection we mention that at 
another point a lump-sum _ in-service 
death benefit of one year’s salary is 
criticized as inadequate. 

On the question of employee contribu- 
tions — in a country where such con- 
tributions are generally allowed as a 
deduction from earned income for tax 
purposes — the authors write: 


“The only point at issue. . . is 
whether it is desirable to pay part 
of [the company’s profits] to the em- 
ployees in the form of wages or salar- 
ies and then recover it from them in 
the form of contributions to the 
scheme or whether it is better to 
dispense with this and pay the whole 
cost of the pension scheme direct.” 


This trenchant expression of their 
views is a feature of Pilch and Wood's 
book. But it is only when they come to 
the distinction between insured and 
trust-funded plans that it will be seen 


why we have termed the book a “Con-, 


sumer Guide.” Chapter 3 is entitled 
“The Advisers” and starts off with: 


“Writers on the subject all agree 
on the need for expert advice. They 
should: after all, most of them are 
experts themselves. What they do not 
agree on quite so readily is who the 
experts are.” 


The authors then point out that if 
the employer “wants advice about 


*We have changed the authors’ pounds-sterling 
figures to dollars — not necessarily at the officia’ 
rate of exchange! 
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private ‘unds, he must go to a consult- 
ing actuary, just as advice about insured 
shemes is best sought from insurance 
sources.” The consulting actuaries come 
in for criticism — or praise, depending 
yhich way you look at it — with the 
words: “Actuaries command high rates 
of pay, and fees charged are usually 
substantial.” Insurance brokers gener- 
ally are criticized on the ground that 
they are seldom specialists in pensions. 
On the other hand the few that employ 
specialist staff are included with the 
“pension consultants” most of whom 
“tly on commissioners paid by insur- 
ance companies for their remuneration.” 
The latter group of experts receives, on 
the whole, the least severe treatment and 
this lads one to guess that the authors 
are employed by such a firm. One of 
thm is a qualified member of The 
Faculty of Actuaries, the writer’s own 
“trade association” -— since a New 
York court has ruled that an actuary is 
not a professional man! 

We have left the piéce de résistance 
till the last. Pilch and Wood have some 
interesting things to say about British 
insurance company practices. Imagine a 
consulting actuary or a trust officer in 
this country writing as follows (and let 
the reader judge whether this is because 
the statements would be unfounded) : 


“, . » there is only imperfect com- 


petition between insurance companies 
for pension business, and the major 
factor responsible for this is un- 
doubtedly ignorance . . . Nevtheless, 
the fact remains that there is no way 
whereby the ordinary member of the 
public can obtain for himself even 
basic information about premium 
rates for pension schemes, except by 
writing separately to each of the 
ninety or more insurance companies 
that transact this type of business.” 

“ , . it must be appreciated that 
there is a fundamental conflict of in- 
terest between the insurance company 
and the employer, and if there is no 
skilled intermediary to protect the 
latter’s interests, any marginal points 
are likely to be resolved in favour of 
the former.” 


“The attraction which a with-profit 
policy has for the insurance company 
is understandable enough, for whether 
the employer stands to gain or not, 
the insurance company virtually can- 
not lose.” 


The Group Annuity contract as we 
know is comes in for some hard knocks 
in the following words: 


“A system which penalises initiative 
and ability in favour of steadiness 
and mediocrity clearly leaves some- 
thing to be desired, yet this is a 
feature of almost every Group Life 
and Pension Scheme.” 





Then again: 


“The scheme is designed to suit 
the insurance company [partly “be- 
cause it simplifies the whole process 
of renewal costing”] rather than the 
employer or the members.” 

Our choice of these quotations from 
Pension Schemes should not make 
readers think that the authors are any 
less harsh with trust-funded pension 
plans. “There is,” they say, “little to 
choose between private funds and in- 
sured schemes on the score of flexibility, 
but the latter are likely to involve 
fewer administrative worries for the 
employer.” In fact we wonder what they 
would have found to complain about 
corporate trustees if these existed on the 
British pension scene. 

All in all the writer had a lot of fun 
reading this book from Britain and can 
recommend it to anyone who is inter- 
ested in a really critical approach made 
on behalf of the “consumer” — the 
“ignorant” employer! 

AAA 


e The January issue of “Blueprints for 
your financial future,” published by 
First National Bank, Atlanta, deals with 
joint ownership. It explains why this 
arrangement is one of “uncertain virtue” 
in Georgia and discusses both the ad- 
vantages and disadvantages. 








= 











When your client has interests in Illinois... 


Northwest Corner 


La Salle and Monroe Streets 


Chicago, Illinois * Financial 6-5500 
New York Representative: 15 Broad St., N. Y. 


MEMBER F.D.I.C. 


... you can refer him to The Northern Trust 
and be assured his affairs will receive immediate, 
individual attention. Our Trust Department 
staff possesses the broad experience and com- 
plete facilities required for the proper manage- 
ment of securities and real estate. Our services 
as executor, co-executor, trustee, and co-trustee 
have been employed by thoughtful lawyers and 
their clients since 1889. 

Learn how The Northern Trust can help you 
serve clients who have interests in Illinois. 
Write today for full information. 


NORTHERN/YRUST 


BAN 


~* 4 














Marcu 196] 


261 








TRUST PERSONNEL CHANGES 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


ALASKA 


FAIRBANKS—Judge Vernon D. Forbes elected president 
of ALASKA NATIONAL BANK. Judge Forbes was on Terri- 
torial Federal Court until the post was abolished as a 
result of Alaska’s admission to statehood in 1960. He joined 
the bank last March as vice president and trust officer. 


ARIZONA 


PHOENIX—At VALLEY NATIONAL BANK A. J. Driscoll ad- 
vanced to asst. trust officer, Flagstaff office, and John H. 
Noll to the same post at Phoenix. 


CALIFORNIA 
SAN FRANCISCO—Promoted to asst. vice presidents and 
trust officers at WELLS FARGO BANK AMERICAN TRUST Co. 
were F. E. Canatsy, S. B. Wakefield, III, and S. S. Hasbrook; 
to asst. vice president: James R. Vertin (trust investment 
and security analysis); to assistant secretary: Raymond A. 
Prescott (trust). 


STOCKTON—Carroll G. Grunsky retired as vice president, 
director and trust officer of BANK OF STOCKTON after 34 
years. He will continue as a member of the bank’s finance 
and trust committees. 


CONNECTICUT 

BRIDGEPORT—Tyler Baldwin, Robert W. Horton and Don- 
ald W. Waterman elected asst. trust officers of CONNECTICUT 
NATIONAL BANK. 
STAMFORD—Paul A. Peasley advanced to vice president 
and senior trust officer of FAIRFIELD COUNTY TRUST Co.; 
George R. Reid to trust officer; Miriam V. Lally and Anthony 
E. Sasso to associate trust officers. Peasley, in charge of the 
trust department, is a graduate of Stonier Graduate School 
of Banking. An attorney, he joined the bank in 1951 as trust 
officer. He is president of the Connecticut Life Insurance 
and Trust Council. 


STAMFORD—John C. MacDonald and Walter T. Sullivan 
appointed associate trust officer of NATIONAL BANK & TRUST 
Co. OF FAIRFIELD COUNTY at the Stamford executive office. 
MacDonald is a graduate of Northeastern U. and of Portia 
Law School. Sullivan is a graduate of Trinity College and 
attended the School of Law of U. of Connecticut. 


DELAWARE 


WILMINGTON—C. R. McPherson, Jr. named to head public 
relations for WILMINGTON TrRusT Co. With the public rela- 
tions department of BANKERS TRusT Co., New York, for the 
past six years, McPherson is a graduate of Princeton U. 
and the School of Financial Public Relations. 


FLORIDA 


JACKSONVILLE—At FLoRIDA NATIONAL BANK John M. 
Hamilton advanced to asst. trust officer. 


MIAMI BEACH—Dennis P. Clum, vice president and trust 
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officer of M1iAMI BEACH First NATIONAL BANK, named to 
the board; Gordon McLeod named asst. trust officer. 


PALM BEACH—Wyckoff Myers advanced to vice president 
and trust officer of First NATIONAL BANK; William B, 
Cudahy made trust investment officer; Earl C. Williams, 
trust officer; and Henry Corns, asst. trust officer. Cudahy, 
a graduate of Harvard and Northwestern U. Law School, 
formerly was a vice president in the trust investment divi. 
sion of AMERICAN NATIONAL BANK & TRUST CoO., Chicago, 


ST. PETERSBURG—UNION Trust Co. promoted W. I 
Billings to trust officer; Frank S. Smith to trust investment 
officer; J. Sylvan Davis and William E. Reischman to asst, 
trust officer. 


GEORGIA 


ATLANTA—Robert T. Russell elected asst. trust officer of 
FULTON NATIONAL BANK, Russell holds a B.S. degree in 
Commerce from U. of Iowa and LL.B. from Woodrow Wilson 
College of Law. He joined the bank in 1954 and became 
manager of the tax and real estate department in 1960. 


AUGUSTA—A. H. Thompson elected asst. trust officer of 
First NATIONAL BANK & TRUST Co. 


ILLINOIS 


EVANSTON—StTaATE BANK & TrRusT Co. advanced Norman 
L. Leslie and Graham E. Heniken to vice presidents and 
trust officers; John R. Castles to secretary and trust officer, 
Heniken graduated from Northwestern U. and Chicago Kent 
College of Law, and is secretary-treasurer of Cook County 
Corporate Fiduciary Association. Leslie attended North- 
western, is a graduate of the Trust Development School of 
the Illinois Bankers Association, and past president of the 
County Corporate Fiduciary Association. Castles is a gradu- 
ate of U. of Chicago and the Trust Development School. 
EVERGREEN PARK—First NATIONAL BANK _ promoted 
Donald H. Hixon to vice president and comptroller from vice 
president, cashier and trust officer; and Robert M. Honig to 
asst. vice president and trust officer. 
JACKSONVILLE—James R. Duewer, vice president and 
trust officer of ELLIOTT STATE BANK, elected to the board. 
MATTOON—CENTRAL NATIONAL BANK advanced Frank H. 
McFarland, Jr. to asst. vice president and asst. trust officer. 
MOUNT VERNON—Edsel Rightnowar named vice president 
and asst. trust officer of First NATIONAL BANK; C. Wayne 
Highsmith cashier and asst. trust officer. 


INDIANA 


INDIANAPOLIS—PropLEs BANK & TrusT Co. appointed 
James W. Hess asst. trust officer. 


KANSAS 


HUTCHINSON—R, Clark Wesley elected asst. trust officer 
at HUTCHINSON NATIONAL BANK & TRUST Co. 
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WICH1: A—At First NATIONAL BANK E. A. Duguid pro- 
moted t» trust officer and Edwin V. Bell named asst. trust 
officer. 

KENTUCKY 

LOUIS\ {LLE—Miss Arva M. Ray named asst. trust officer 
of LOUIS: ILLE TRusT Co. 

LOUISIANA 


BATON ROUGE—Byron Plauche advanced to senior vice 
president and trust officer of AMERICAN BANK & Trust Co. 
BATON ROUGE—Edward A. Sowar retired as executive 
vice president and trust officer of LOUISIANA NATIONAL BANK, 
ending 29 years with the bank. 


NEW OXRLEANS—NATIONAL AMERICAN BANK promoted 
Rene R. Smith to vice president and trust officer. 
MARYLAND 
CUMBERLAND—SEcOND NATIONAL BANK named Francis 
H. Deremer a trust officer. 
MASSACHUSETTS 
NEW BEDFORD—Edward J. Angelo advanced to asst, trust 
officer at FirST SAFE DEPOSIT NATIONAL BANK. 
MINNESOTA 


ROCHESTER—Dwain A. Hoops, trust officer of First Na- 
TIONAL BANK since 1958, advanced to vice president and 
trust officer. 


MISSISSIPPI 


JACKSON—William P. Black became asst. trust officer at 
DEPOSIT GUARANTY BANK & TRUST Co. 

JACKSON—Charlton A. Anderson promoted to trust officer 
at First NATIONAL BANK. 





MISSOURI 


KANSAS CITY—City NATIONAL BANK & TrRuUsT Co. ap- 
pointed H. G. Leedy as banking and trust consul as of May 
1. Leedy, who also is head officer of the trust department, 
retired February 28 as president of the Federal Reserve 
Bank of Kansas City, serving in that position nearly 20 
years, longer than any other chief executive officer at the 
Bank. He attended William Jewell College and Kansas City 


School of Law; and also is an honorary alumnus of U. of 
Missouri. 





wkkkek 


ST. LOUIS—At MERCANTILE TRUST 
Co. Robert Brookings Smith elected vice 
chairman. Smith, who joined the bank 
as vice president in the trust depart- 
ment in 1956, is vice chairman of 
Brookings Institution, Washington, D.C. 


ROBERT B. SMITH 





MONTANA 


HELENA—Emil C. Baar elected a trust officer at First 
TRUST Co. OF MONTANA. 


NEBRASKA 


LINCOLN—John C. Whitten, vice president in charge of 
trusts of First Trust Co., named also senior trust officer; 
and Vincent T. Goeres, Carter Iddings and Robert S. Hinds 
elected trust officers. 

Whitten, who joined the Trust Co. in 1929, was recently 
president of Omaha-Lincoln Society of Financial Analysts. 
In the Trust Division of the American Bankers Association 
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Whitten served as a member of the Committee on Handling 
Businesses in Trust which prepared for the A.B.A. a text- 
book on the subject, and was also for three years a member 
of the division’s Executive Committee. 

Goeres has been secretary and vice chairman of the trust 
division of Nebraska Bankers Association, and specializes in 
investment analysis. Iddings specializes in trust administra- 
tion. 


NEW JERSEY 


GLEN RIDGE—John M. Brinkerhoff named trust officer at 
GLEN RIDGE TRUST Co. 


JERSEY CITY—James Hogger advanced to second vice 
president and trust officer of Trust Co. oF NEW JERSEY. 
Hogger began his career with the bank in 1920. He is a 
specialist in analytical and operational aspects of fiduciary 
accounting, and is a graduate of the Stonier Graduate School 
of Banking. 


MONTCLAIR—William J. Marold, asst. vice president of 
MoNTCLAIR NATIONAL BANK & TRUST CO., appointed di- 
rector of public relations, new business and advertising. 


NEWARK—John W. Kress named president of Howarp 
SAVING INSTITUTION succeeding William L. Maude, named 
board chairman. Before becoming executive vice president, 
Kress was vice president in charge of the trust department. 


RUTHERFORD—Victor C. James, Jr. advanced to asst. 
trust officer at NATIONAL COMMUNITY BANK. 
NEW YORK 

BROOKLYN—George L. Titus designated vice president in 
charge of the trust department of KINGS CouNTy TrRusT Co. 
succeeding George Gray, now executive vice president and 
a trustee. Titus received his education at Amherst and 
Columbia and is an investment analyst. 

John B. McDonald elected asst. vice president in the 
trust department. Graduate of Holy Cross College and Brook- 
lyn Law School and holder of an L.L.M. degree in Taxation 
from New York U., McDonald was editor for the Institute 
of Business Planning. 


ENDICOTT—James T. Murray elected vice president and 
asst. trust officer of ENDICOTT TRUST Co. 
NEW YORK—Edwin M. Levy appointed trust investment 
officer at FEDERATION BANK & TRUST Co. 


NYACK—Frederick Palmer, trust officer of TAPPAN ZEE 
NATIONAL BANK, named president to succeed George M. 
Schofield who continues as board chairman. 


SYRACUSE—Edward F. Beadel named trust officer at 
MARINE MIDLAND TRUST Co. OF CENTRAL NEW YoRK. 


NORTH CAROLINA 


CHARLOTTE—B. W. Barnard retired as vice chairman 
of the board of directors of NoRTH CAROLINA NATIONAL 
BANK. Prior to joining the predecessor bank in 1943 as 
vice president and trust officer, he had served with that 
title at First Mechanics National Bank, Trenton, N. J. 
Barnard is credited with guiding the trust department to a 
position of high regard throughout the nation. 

Also at Charlotte, David M. Neill and James D. White 
named vice presidents and trust officers; H. F. Wolfe, Jr., 
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trust officer and assistant secretary; W. Richard Kelly, Jr., 
asst. trust officer. 

At Greensboro, Dean A. Rich named trust officer; Emmet 
Z. Tucker asst. trust officer. At Durham, Charles P. Wrenn 
named trust officer. 

WILSON—J. Graham Lane named asst. trust officer of 
BRANCH BANKING & TRUST Co. 
WINSTON-SALEM—Wacnovia BANK & TRUST Co. elected 
asst. trust officers Gordon R. Vinson, Jr., Asheville, and 
Howard S. Yost at Winston-Salem. 


OHIO 
CANTON—First NATIONAL BANK advanced Robert A. Rich- 
ard to asst. trust officer. 
CANTON—John M. Tapley named asst. trust officer at 
HARTER BANK & TRUST CoO. 
COLUMBUS—John E. Myers elected asst. trust officer at 
City NATIONAL BANK & TRUST Co. 
COLUMBUS—W. H. Bush advanced to trust officer and 
Ralph H. Lockwood named asst. trust officer at HUNTINGTON 
NATIONAL BANK. 
DAYTON—REEVES BANKING & TRUST Co. elected James 
Painter trust officer and vice president. 
MANSFIELD—Dean A. Eckert named vice president-secre- 
tary and senior trust officer of FARMERS SAVINGS & TrUsT 
Co.; and Robert J. Sutter advanced to trust officer. 
YOUNGSTOWN—At MAHONING NATIONAL BANK John H. 
Oesch promoted to asst. vice president and trust officer. 


OKLAHOMA 


OKLAHOMA CITY—First NATIONAL BANK promoted Rob- 
ert E. Lee from trust officer to vice president in charge of 
new business development in the trust department; Stuart 
B. Strasner, attorney in the trust department, to asst. vice 
president; Carroll O. Johnson to trust officer, trust invest- 
ment division; and elected J. H. Blair asst. trust officer in 
trust real estate division. 


OREGON 


PORTLAND—UNITED STATES NATIONAL BANK promoted J. 
A. Labadie and R. L. Ameele to trust officers; named Scott 
Fleck asst. trust officer. Labadie is a graduate of U. of 
Oregon and of Northwestern School of Law; Ameele of 
Portland U. and the Pacific Coast Banking School in Seattle; 
and Fleck attended Reed College and U. of Oregon. 


PENNSYLVANIA 
ALLENTOWN—Normal C. Wolf named vice president and 
senior trust officer of First NATIONAL BANK; and Walter 
L. F. Hunsicker, Richard J. Lloyd, Dalton M. Schadt, Wil- 
liam W. Shellhammer and Anna E. Stahler elected trust 
officers. 

HAZLETON—Clarence G. Baker named vice president, treas- 
urer and trust officer of PEOPLE’s SAvINGs & TrusT Co. 

LANCASTER—William F. Hoke promoted to vice president 
and trust officer of FULTON NATIONAL BANK. Hoke is a 


graduate of Stonier Graduate School of Banking at Rut- 


gers U. 
PHILADELPHIA — At CENTRAL-PENN NATIONAL BANK 
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Thomas “onville, Jr. named estate planning officer, John T. 
Myers, 2nd, asst. corporate trust officer, and Wallace A. 
Ries, ass. trust officer, 


PHILA ®LPHIA—First PENNSYLVANIA BANK & TRUST 
Co. advanced Robert P. Haley to trust officer and Arnold A. 
John and named Guy B. Watton trust investment officers. 
Elected asst. trust officers and assistant secretaries are 
Kevin W. Keenan and John C, Voss; estate planning officers: 
David M. Bodine, 3rd, C. James Luther, James E. Pangburn 
and Joseph F. Tilghman; asst. trust invesment officers: John 
M. Convery, Jr. and William D. Jones, Jr. 
PITTSBURGH—At MELLON NATIONAL BANK & TRUST Co. 
William H. Latimer, Jr. elected vice president in the trust 
department. A graduate of Harvard College and Law School, 
Latimer joined the Bank in 1949 in the estate planning 
division. 

William E. Magee, appointed asst. vice president in the 
trust department, attended U. of Notre Dame and formerly 
was chairman of the Pennsylvania Bankers Association, 
Trust Division Taxation Committee. 

Henry W. Vogelsang and Dwight C. Harris appointed asst. 
secretaries in the trust department of Mellon. 


SOUTH CAROLINA 


GREENVILLE—J. Leonard Bolt, graduate of U. of Vir- 
ginia, promoted to asst. trust officer of SoUTH CAROLINA 
NATIONAL BANK. 


TENNESSEE 
NASHVILLE—Edward Potter, Jr., formerly chairman and 
president, became chairman and chief executive officer of 


CoMMERCE UNION BANK and is succeeded as president by 
William Fletcher Earthman, Jr. 


TEXAS 


BROWNSVILLE—Alice B. Ruff promoted to assistant cash- 
ier and trust officer of First NATIONAL BANK. 


HOUSTON—TeExas NATIONAL BANK elected John W. Wor- 
sham assistant cashier and trust officer. 


PORT ARTHUR—C. A. Thompson advanced to trust officer 
at MERCHANTS NATIONAL BANK. 


SAN ANTONIO—Elected asst. trust officers at NATIONAL 
BANK OF COMMERCE were John D. Sargent and Lane T. 
Sealy. 

WICHITA FALLS—John P. League promoted to trust of- 
ficer at First WicHITA NATIONAL BANK. League is a trust 


major in Southwestern Graduate School of Banking at South- 
ern Methodist U. 


UTAH 
OGDEN & SALT LAKE CITY—Thomas C. Cuthbert named 
trust officer at First Security BANk, and C, Tabb George 
asst. trust officer, Salt Lake City; William J. Critchlow III 
named trust officer at Ogden to succeed H. W. Hinley who 
retired after 30 years; and Harvey R. Schwitzer named asst. 
trust officer. 
VIRGINIA 


HARRISONBURG—D. Donald Gault advanced to trust offi- 
cer at RocKINGHAM NATIONAL BANK. 
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Huge banking lobby in the new quarters of First City National 
Bank, Houston, officially opened February 6. The trust depart- 
ment occupies the entire west wing on the third floor of the 
32-story office building tower, and is provided with many private 
offices and a large conference room for consultation on trust and 
estate matters. There is also a large assembly room available for 
meetings of civic groups. The escalators shown here (center) lead 
to the vault and safe deposit areas and a tunnel connects with an 
800 car garage. 





LYNCHBURG—John F. Richards joined First NATIONAL 
Trust & SAVINGS BANK as asst. trust officer with work 
primarily in trust administration and estate planning. 
Richards received his AB from Hampden-Sydney College 
and LL.B. from Washington & Lee U., and has been as- 
sociated with a Lynchburg law firm. 


LYNCHBURG—Thomas B. Mason, formerly trust officer of 
PEOPLES NATIONAL BANK & TRUST Co., named vice president 
and trust officer heading the trust department; William N. 


Mays, trust officer, also elected a vice president and trust 
officer. 


NEWPORT NEWS—First NATIONAL BANK advanced A. L. 
Shield from vice president and trust officer to senior vice 
president; Wesley W. Kates to vice president and trust 
officer; and G. W. Pierce, Jr. and J. W. Campbell to asst. 
trust officers. 

NORTON—First NATIONAL BANK named Mrs. Gertrude W. 
Shell asst. trust officer. 

RICHMOND—At SouTHERN BANK & TRusT Co. H. Hiter 
Harris, Jr. became president succeeding R. Page French, 
chairman; Robert P. Grymes executive vice president. 
RICHMOND—Russell A. Gills and Herbert W. Jackson III 
advanced to vice presidents at VIRGINIA TRusT Co. and Wil- 
liam Cabell to trust officer. 

ROANOKE—First NATIONAL EXCHANGE BANK elected Bev. 
C. Mullins a trust officer; James E. Shepherd, Jr. an asst. 
trust officer. Mullins is a graduate of Berea College; 
Shepherd of Virginia Polytechnic Institute. 


WEST VIRGINIA 


WHEELING—At Security Trust Co. Robert F. Thompson 
designated trust officer: Emma Dunfee and G, Bernard Ed- 
munds asst. trust officers. 


WISCONSIN 


BELOIT—Miss Nellie M. McCaffrey named trust officer and 
assstant secretary of BELoIT SAVINGS BANK. 

GREEN BAY—KELLOGG-CITIZENS NATIONAL BANK advanced 
Carl Mraz to asst. vice president and trust officer. 


SHEBOYGAN—Robert J. Nickodem elected asst. vice presi- 
dent and trust officer of SEcuRITY First NATIONAL BANK. 


WYOMING 


CASPER—R. W. Miracle elected asst. vice president and 
trust officer of WYOMING NATIONAL BANK, advancing from 
asst. trust officer. 
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EXECUTIVE PLACEMENT 








Individuals seeking positions in trust 
departments may have free listing 
(maximum seven lines). Responses 
to listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding. 


Practicing attorney, 47 broad experi- 
ence in estate planning, estate and trust 
administration, banking, real estate, in- 
surance, and investments desires trust de- 
partment position in Southwest. Resume 
and references on request. 13-2 


Attorney-investment training, 27, 
three years trust department experience, 
seeks challenging position with trust de- 
partment which requires imagination, en- 
ergy and opportunity of advancement 
if qualified. Willing to relocate. 13-3 


Corporate clerk, 32, desires position in 
progressive trust operation. Seven years 
extensive experience in operations, ad- 
ministration in a large trust department. 
Ability and desire to assume responsi- 
bility. 13-4 


Trust new business officer, to organize 
or head estate planning and new busi- 





TOP TRUST EXECUTIVE 


Important bank in large Southern city. 
Must have extensive experience all phases 
of Trust operations and administration. 
Well-established department. 


Box H-13-1, Trusts and Estates 
50 East 42nd St., New York 17 








UNUSUAL OPPORTUNITY 


New So. Calif. Bank opened last year 
which has already reached $8,000,000 in 
total resources and is now applying for 
trust powers will need an experienced cap- 
able trust officer in his 40’s or early 50’s to 
head up department this Fall. Send full de- 
tails to Louis Lancaster, Ch. Executive 
Committee, Santa Barbara National Bank, 
P. O. Drawer JJ, Santa Barbara, Calif. 








TRUST BANKERS 


If you are in any trust banking capacity 
(Trust/Estate Administration; Trust In- 
vestments; Corporate Trust; Estate Plan- 
ning, etc.) or are seeking personnel in 
these areas, our service should be of defin- 
ite interest to you. We specialize in plac- 
ing trust banking personnel & invite appli- 
cants & employer-clients to inquire in 
strict confidence. Send resumes, including 
salary & geographical area desired to Mr. 
Howard, to arrange for a mutually conve- 
nient appointment, or call BArclay 7-9000. 


oO ON torre APPROACH 
TO PROFESSIONAL SERVICE” 


HOWAE \ De 


PERSONNEL, 
50 CHURCH STREET - LOBBY 








NEW YORK 7, N. Y. 
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ness department of medium size bank. 
Age 338, nine years experience in this 
job, LL.B. degree. 13-5 


Trust man — new business develop- 
ment. Six years experience in specialized 
law practice and bank. Aggressive, alert 
producer. Top references. Consider posi- 
tion as head or second man in new busi- 
ness section. 13-6 


Trust investment officer available. Ten 
years experience in all phases investing 
for personal trusts, investment manage- 
ment and probate. Currently associated 
with large trust department. 13-7 


Trust officer, ten years experience in 
small department, desires opportunity for 
advancement in new location. General 
knowledge of operations, administration, 
taxes and investments. Willing to spe- 
cialize. Graduate of Stonier GSB. Middle 
thirties, married. 12-2 


Lawyer, 31, six years concentrated ex- 
perience in all aspects of estates and 
trusts with two Wall Street law firms, 
seeks position with progressive law firm 
or trust company. 12-3 


Attorney, 38, formerly in trust de- 
partment, experienced in estates and 
trust planning and administration, inter- 
ested in position in charge of administra- 
tion or in business development. 12-4 


Trust and estate administrator, 34, 
seven years in administration in medium 
size trust department. Desires position 
as assistant trust officer in medium size 
trust department, 12-5 


A AA 


MERGERS, NEW TRUST POWERS, 
CHANGE OF NAME and 
NEW FOREIGN AFFILIATES 


Hot Springs, Ark. — ARKANSAS TRUST 
Co. changed title to ARKANSAS BANK & 
Trust Co. 

Lakeland, Fla. — New trust powers 
granted to FLORIDA NATIONAL BANK. 

Owensville, Ind. — First NATIONAL 
BANK oF Hays CIty given trust powers. 

Ann Arbor, Mich. — STATE BANK & 
TRUST Co. converted to NATIONAL BANK 
& Trust Co. 

New Rochelle & Ossining, N. Y. - 
Stockholders approved merger of FIRST 
WESTCHESTER NATIONAL BANK of New 
Rochelle and First NATIONAL BANK & 
Trust Co., Ossining under the title of 
the former. Robert C. Hooley, cashier 
and trust officer of the Ossining bank, 
will become asst. vice president. 

New York & White Plains, N. Y. — 
Directors approved plans of First Na- 
TIONAL CiTy BANK of New York and Na- 
TIONAL BANK OF WESTCHESTER, White 
Plains, to combine, with the latter to 
become the Westchester division of First 
National City. 








Bristol & Kingsport, Tenn. — Congoli. 
dation of First NATIONAL BANK of 
Bristol and the First NATIONAL Banx 
of Kingsport became effective under the 
name First NATIONAL BANK oF SuLL. 
VAN COUNTY. 


Wausau, Wis. CITIZENS State 
BANK has changed its title to Citizens 
STATE BANK & TrRuST Co. 


Cheyenne, Wyo. — Trust powers given 
to CHEYENNE NATIONAL BANK. 


Nassau, Bahamas — CHASE MANHat. 
TAN BANK of New York announced 
opening on February 20 of a a 
owned trust affili- 
ate, known as the 
CHASE MANHAT- 
TAN TRUST CoR- 
PORATION LTD., of- 
fering trust and 
custodian services 
under the advan- 
tages afforded by 
Bahamas law. Of- 
fices are in the 
Bethlehem Steel Building at Cumberland 
and Marlboro Streets. Howard A. Lav. 
rence was named managing director. 





HOWARD A. LAWRENCE 


Nassau, Bahamas — FIRST NATIONAL 
City Trust Co. (BAHAMAS) LTD. was 
opened February 7 as a wholly owned 
affiliate of First NATIONAL CITY BANK 
of New York, as 
the first United 
States owned trust 
company to be or- 
ganized in the Ba- 
hamas, to meet the 
growing demand 
for trust services 
which may best be 
served by an or- 
ganization under a 
jurisdiction other than the United States. 
It will afford legal and fiscal advantages 
to foreign customers, to American citi- 
zens living abroad, and to foreign sub- 
sidiaries of U. S. corporations. Bascom 
H. Torrance, who retired as senior vice 
president of the Trust Company in 195%, 
became managing director of the af 
filiate. 





Bascom H. TORRANCE 


A A A 


IN MEMORIAM 

Phoenix, Ariz. — RoBert D. WALKER, 
retired vice president of VALLEY NA 
TIONAL BANK, where he was in charge 
of estate planning. 

New York, N. Y. — Joun F. Mc 
ILWAIN, vice president in the personal 
trust division of Irvinc TrusT Co. 

New York, N. Y. Wa ter 3. 
FRENCH, senior deputy manager of the 
AMERICAN BANKERS ASSOCIATION. 

Rapid City, S. D. — EuGENE W. PE 
TER, vice president in charge of the trust 
department of Rapip City Trust C0. 
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§PO.VSORING WILL DRAFTING CONTEST 


DAVID M. NEILL 
Vic» President & Trust Officer, North Carolina National Bank, Charlotte, N. C. 


HE!’ A BANK UNDERTAKES TO CON- 

duct a Will and Trust Drafting 
Contest, that bank is taking a progres- 
sive step. Certainly most members of 
the Bar will be highly pleased with such 
a contest. Before sponsoring a contest 
of this type there are some questions 
the bank must answer: 


1. What area do you wish to cover 
adequately? Should the contest be: 

a, Statewide 

b. For one Law School 


c. For several Law Schools 


North Carolina National Bank de- 
cided to open its contest on a statewide 
basis and therefore, for the students 
of our three Law Schools — Duke, 
Wake Forest, and University of North 
Carolina. 


2. What type of contest as to the 
competitive aspect? Between the stu- 
dents of each Law School among them- 
selves or between the students of all the 
Law Schools involved in the contest? 

We feel we accomplish the best result 
by having winners from each school 
and then selecting a statewide winner 
and runner-up from these winners. For 
example, the judges of our NCNB con- 
test pick two winners at Duke, two at 
U.N. C., and two at Wake Forest and 
then select the best two from these six. 


3. Rules Covering Contest: 


1. The contest is open to all stu- 
dents of the School of Law of Duke 
University, the University of North 
Carolina, and Wake Forest College 
registered during the semester in 
which the contest is announced and 
who have not previously actively prac- 
ticed law. 


2, Entries are to be submitted not 
later than (date) through the Office 
of the Dean of the respective Law 
Schools to the Trust Department of 
North Carolina National Bank. For 
the convenience of the judges, it is 
requested that all entries be on legal 
Size paper, typed and double-spaced. 
Failure to do so will not rule out such 
an entry, but it is extremely difficult 
for judges not to give consideration to 
neatness and legibility. 


3. The two best entries from each 
School will receive a plaque and $50. 
The best of these six entries will re- 
Celve an additional $150. The second 
best entry will receive an addition- 
al $50. Thus, the total cash prize 
awarded to the best draftsman will be 
$200., and to the second best $100. 
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4. Entries will be judged by the 
following committee of attorneys: 


(Here we insert a completely new 
selection each year of three Charlotte 
attorneys. ) 


5. It is expected that the awards 
will be announced before the close of 
the school year. 


6. If requested by an contestant, 
his entry will be returned. 


7. The contestants will each be 
identified by number in accordance 
with a key furnished to the Deans of 
the respective schools. The judges 
will not know the name of the school 
or the name of the individual to whom 
awards are being made, 


8. No contestant is to receive in- 
dividual aid from a member of the 
faculty, from any judge or member 
of the Bar, or any trust officer. 


4, Awards: While the cash awards 
are certainly welcome by the winners, 
it is our feeling that the publicity and 
the individual plaques are more im- 
portant. Press releases by the schools 


covernig their winners as well as by the 
bank give the soon to be new lawyer 
some means of placing his name before 


the public. 


Among the comments from NCNB’s 
1960 winners were the following: 


“Recognition from such a reliable 
and respected institution is, perhaps, 
some justification for the pride I 
shall take in displaying this award in 
my office.” 


“Participating in this contest was 
a great experience for me both per- 
sonally and educationally.” 


“It is certainly a very worthwhile 
undertaking on the part of the bank 
and I assure you that it is much ap- 
preciated.” 


Our contest has completed its 12th 
year. Our relationship with the repre- 
sentatives of the participating schools 
has been delightful. It is reward enough 
to our bank, as we are sure it would be 
to any bank, to feel that the field of 
estate planning in our area has been 
augmented to some degree. Those who 
would be interested in the attitude of 
the participating schools might wish to 
write: Charles L. B. Lowndes, Professor 
of Law, Duke University, Durham, or 
Norman A. Wiggins, Professor of Law, 
Wake Forest College, Winston-Salem. 
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Tax Effects of 





WILL CONTESTS AND COMPROMISES 


i ps WILL CONTEST SO COMMON TO 
the general practice of law may 
have a tax aftermath, much less com- 
monly understood, which can seriously 
detract from the best result. During the 
negotiations leading to the compromise 
or court decree, however, the oppor- 
tunity exists to plan and shape the tax 
consequences of the contest, often as 
effectively as may the draftsman of a 
will. This opportunity may be as im- 
portant for the estate and its distribu- 
tees as for the contesting claimant. 

The first and principal question yov- 
erning most of the decisions to be made 
is the tax status of the contesting claim- 
ant, both for income and estate tax 
purposes. 


Income Tax Status 


Section 102(a) of the 1954 Internal 
Revenue Code provides that “Gross in- 
come does not include the value of 
property acquired by gift, bequest, de- 
vise or inheritance.” The Regulations 
add nothing to the content of this sen- 
tence, making no mention of payments 
under will contests or compromises. 
However, in the landmark case of Lyeth 
v. Hoey,’ the Supreme Court, interpret- 
ing the identical language of the prede- 
cessor section of the Code, laid down 
the rule that property received by an 
heir at law in compromise of a will 
contest is excluded from gross income 
as having been received by way of “in- 
heritance” under the Code. 

The Court held that, while state law 
determines who are the heirs or the 
validity of the will or the procedure for 
probate and compromise, whether what 
the taxpayer has received has been “ac- 
quired by gift, bequest, devise or in- 
heritance” is properly a federal question 
in order to give uniformity to the ap- 
plication of the Code provision. The 
Court then declared that “Congress used 


This article is based upon a paper, prepared 
with the assistance of Robert- F. Cavanagh, of 
the Connecticut Bar, delivered at the Fall 1960 
Tulane Tax Institute, the proceedings of which 
will be published by Bobbs-Merrill Co. 

1305 U.S. 188 (1938). - 


a= 


By CHARLES N. SCHENCK, III 
Wiggin & Dana, New Haven, Connecticut 


comprehensive terms embracing all ac- 
quisitions in the devolution of a dece- 
dent’s estate.” This was such an acquisi- 
tion because of taxpayer’s status as an 
heir at law. If the state court action had 
proceeded to judgment in taxpayer’s 
favor breaking the will, his distributive 
share in intestacy would clearly have 
been acquired by inheritance. The com- 
promise agreement took the place of, 
and had the same character as, such a 
judgment. It was commanded by his 
status as heir and was not the mere 
realization on a bargaining position. 

While Lyeth v. Hoey involved a true 
heir under the laws of distribution, case 
law has further broadened the Code 
section in two -directions. In United 
States v. Gavin,? an alleged heir was 
held to have received some $207,000 
tax-free in compromise of her claim 
against the estate of her purported 
father. Regardless of her contract prom- 
ises, admittedly valid consideration un- 
der state law, as part of the compromise 
to refrain in the future from claims to 
heirship and to acquiesce in a court 
order that she was not the daughter of 
deceased, the Court held that: “It was 
her status as a claimed heir which com- 
manded the agreement and such status, 
by reason of the said agreement, was 
recognized by the probate court in the 
distribution. This was clearly an ‘ac- 
quisition in devolution of decedent’s 
estate.’ ” 

The other extension of the Lyeth v. 
Hoey rule is represented by Charlotte 
Keller,’ where taxpayer was neither an 
heir nor alleged heir but claimed as 
legatee under an earlier will. She was 
held to have received tax-free the one- 
third of the estate paid to her under a 
compromise by which probate of the 
later will (in which she was not men- 
tioned) was allowed. The then Board 
of Tax Appeals found that what tax- 
payer took she commanded by reason 
of her claim to a legacy. In other words, 
the payment was in lieu of a legacy, 


7159 F. 2d 613 (9th Cir., 1947). 
341 B.T.A. 478 (1940); Acq. 1940-1 Cum. Bull. 3. 


and exempt in devolution of an estate 
just as a payment to an heir in liey 
of an inheritance. 


Claims for Services and 
Promised Legacies 


In sharp contrast to these cases and 
others applying the principle of Lyeth 
v. Hoey, is the equally well defined line 
of cases where compromise payments 
made on claims for legacies promised in 
return for services rendered are held 
to result in taxable income. In these 
cases the compromise does not stand in 
place of, nor does it take the character 
of, a promised “gift, bequest, devise or 
inheritance,” but rather constitutes pay- 
ment in the nature of salary or other 
compensation which would have been 
taxable if disbursed by the decedent be- 
fore his death.* If payment of the claim 
is found to be taxable income, it may 
be possible in proper circumstances to 
effect a spreadback of income over the 
years earned under Sections 1301-1306 
of the Code. 


The question remains, however, what 
is the status of the person who claims 
only by virtue of a legacy promised but 
never made? Examples might be the 
claim of one purporting to be an illegiti- 
mate child against his father’s estate 
when he has no status as heir under 
state law, or the claim of a third party 
beneficiary under a contract by the de 
ceased to leave a legacy, where neither 
heirship nor a prior will is involved. 


The one case involving such a claim 
is unfavorable to the claimant in result; 
although favorable in dicta leading to 
the result. In White v. Thomas® the tax: 
payer sued the estate to recover a ranch 
worth about $700,000 which he claimed 
the decedent had given to him during 
life. He settled for $125,000, which was 
held to be taxable income on the basis 
that what was received (cash) was not 
the same as what was claimed (the 


‘E. G., Cotnam v. Comm., 263 F. 2d 119 (5th 
Cir., 1959). é 

5116 F. 2d 147 (5th Cir., 1941), cert. denied 318 
U.S. 581 (1941). 
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ranch). {he Court stated that if tax- 
payer had been awarded an interest in 
the ranc!, he would have reecived a tax 
free gilt. “He converted it into cash; 
and the gain from the conversion of a 
gift is tay able, though the receipt of the 
gift origisially was not.” 

Where the legacy claimed and com- 
promised is to a share in the estate as 
a whole, it would seem that a distribu- 
tion from the decedent’s residuary es- 
tate in cash or in kind should satisfy 
the foregoing test since the payment 
would be of the same character as the 
claim. The question remains whether 
the Supreme Court, or the Treasury ap- 
plying the case, would stretch Lyeth v. 
Hoey from the claim of an heir, alleged 
heir or legatee under a prior will to the 
claim of one who merely alleges the 
promise of a legacy never made. A re- 
view of the estate tax cases may help in 
arriving at an answer. 


Estate Tax Status 


In direct conflict with the claimant, 
the representatives of the estate will or- 
dinarily seek to treat the compromise as 
payment of a claim deductible for estate 
tax purposes, and not as payment of a 
non-deductible gift, bequest or inheri- 
tance. Section 2053(c) specifiies that 
the deduction to the estate for payment 
of claims based on a promise or agree- 
ment shall “be limited to the extent that 
they were contracted bona fide and for 
an adequate and full consideration in 
money or money’s worth. .... ” 'Treas- 
ury Regulation Section 20.2053-4 de- 
fines “money or money’s worth” by re- 
ference to Regulation Section 20.2043-1 
to mean “reducible to a money value,” 
and to exclude the release of marital 
tights as valid consideration. 

Thus, it would seem that the consid- 
eration for a claim to a legacy of the 
type considered here frequently will not 
support an estate tax deduction for a 
compromise payment, because promises 





in the nature of love and affection or in 
return for refraining from certain con- 
duct, cannot be valued in monetary 
terms. Moreover, the Courts have gen- 
erally held that the “family-type” or 
“testamentary-type” promise under dis- 
cussion does not produce a deductible 
claim, even though the promisee has a 
valid and enforceable breach of con- 
tract action under local law. The cases 
hold the decedent’s promise to be noth- 
ing but an agreement to make a be- 
quest, and the payment by compromise 
or order to be of a distributive share 
in the estate and not of a claim against 
the estate. 

In reverse fashion, the language in 
the estate tax cases might help support 
the income tax exemption for one claim- 
ing a legacy allegedly promised as a 


distributive share in the decedent’s es- 


tate, “not as a contract for money value 
given. However, cases involving the 
charitable deduction for estate tax pur- 
poses bring us right back to the ques- 
tion of the claimant’s status left open 
by the income tax cases discussed above. 
In Re Sage’s Estate® and Thompson’s 
Estate v. Comm.” both hold that com- 
promise payments made by the chari- 
table takers under the will out of assets 
received from the estate (to the contest- 
ing widow in the first case and to the 
next of kin in the second case) cut 
down pro tanto the charitable deduc- 
tion to which the estate was entitled, be- 
cause the claimants by virtue of their 
position as heirs in effect carved out, 
through the compromise, distributive 
shares in the estates, thereby modifying 
the will and reducing the share of the 
charities. 

By the same token, where the charity 
through its position, for instance, as 
legatee under a prior will commands a 
compromise payment in derogation of 

6122 F. 2d 480 (8d Cir., 1941); cert. den. 314 


U.S. 699 (1941). 
7123 F. 2d 816 (2d Cir., 1941). 
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a later will, the estate will be permitted 
to deduct the amount so paid as in effect 
a charitable bequest, not a purchase.* 

This rule has developed in spite of 
Robbins v. Comm.,® where the estate 
was denied a charitable deduction on 
the ground that Amherst College, a lega- 
tee in remainder of a very uncertain 
sum under decedent’s will, took by pur- 
chase under the compromise agreement, 
not by bequest or inheritance. This case 
is distinguished in later decisions on 
the basis that the-College had no stand- 
ing as heir or as legatee under a prior 
will to command the compromise, since 
in the event the will were declared in- 
valid it would receive nothing. There- 
fore, any payment to it could not have 
the character of a charitable bequest 
or inheritance for purposes of the es- 
tate tax deduction.'° 


Unjustified Restriction 


The manner in which the courts have 
distinguished the Robbins case on the 
grounds of status under local law, if 
carried over to the income tax field, 
would deny both the estate tax deduc- 


8Dumont’s Estate v. Comm., 150 F. 2d 691 (3rd 
Cir., 1945); Rev. Rul. 145, 1953-2 Cum. Bull. 273. 

111 F. 2d 828 (ist Cir., 1940). 

10See In re Sage’s Estate, 122 F. 2d supra, at p. 
483; Thompson’s Estate, 123 F. 2d supra, at p. 
818; Dumont’s Estate, 150 F. 2d supra, at p. 693. 
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tion and the income tax exemption in 
any compromise where the claim is to a 
legacy not promised for a consideration 
in money or money’s worth and the 
claimant has no standing in intestacy 
or under a prior will. This constitutes 
an unjustified narrowing of Lyeth v. 
Hoey for the following reasons: 

a. The claim to a legacy seems to be 
as much a claim in devolution of the 
decedent’s estate as a claim to an in- 
heritance, as recognized by the Keller 
case. The fact that the claimant is 
not a legatee under a prior will should 
be no more significant than the fact in 
the Gavin case'” that the claimant was 
not an heir but only an alleged heir. The 
status of alleged legatee seems as sufhi- 
cient to command the compromise as 
the status of alleged heir.'* 


b. Instead of the issue of status in 
intestacy or under a prior will on which 
the Robbins case appears to turn, it 
seems that the more important inquiry 
in will compromises, and that upon 
which Lyeth v. Hoey is really based, 


1141 B.T.A. supra at p. 485. 

12Footnote 2 supra. 

18The promisee of a legacy is as much a lega- 
tee as he is a creditor for purposes of state law 


analysis. See discussion in Note, 57 Col. L. Rev. 
1151 (1957). 
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should be as to the tax consequences 
which would follow if the claimant had 
pursued the contest to judgment in his 
favor.'* If such a judgment would con- 
stitute taxable income, e.g., an award 
for services rendered, so should the com- 
promise payment. If payment of such a 
judgment would be deductible by the 
executor, either as a claim or as a 
charitable bequest, so should payment 
of the compromise. 


c. Under the Supreme Court’s posi- 
tion as to the effect of local law, the tax 
result should not turn on local varia- 
tions in the laws of distribution or in 
probate practice for compromises. Thus, 
assume the case of an illegitimate child 
of the testator claiming a legacy prom- 
ised but not made under an alleged life- 
time agreement. In California, such a 
child, proving his case, has the status 
of heir, and his compromise award is 
not taxable.’° The substance seems the 
same although in another state, taxpayer 
does not inherit from his putative father. 
By the same token, the tax result should 
not turn on the form of the action in 
the local court, whether in contract, in 
fraud, or otherwise, if the claim is 
essentially for a distributive share in 
the estate. 


d. While income and estate taxes are 
not necessarily to be construed in pari 
materia, it seems that if Lyeth v. Hoey 
in the income tax field is to be used to 
help ground the denial of an estate tax 
deduction for a payment essentially in 
devolution of the estate, the same broad 
principle should be used where possible 
to avoid denial of the income tax ex- 
emption as well. As the Supreme Court 
stated in that case: “Congress has not 
indicated any intention to tax again the 


14See Moss, Taxation of Damages and Recover- 
ies, 36 Taxes, the Tax Magazine 273 (1958); 
Bloomenthal, Taxation of Damages, 21 Univ. of 
Pitts. L. Rev. 25 (Oct., 1959). 


United States v. Gavin, footnote 2 supra. 





value of the property which legatees, 
devisees or heirs receive from the dece. 
dent’s estate.” 

However, since it seems far from clear 
that the Courts will carry Lyeth v. Hoey 
this next step, one claiming a legacy 
otherwise than as heir or legatee under 
a prior will may be well advised to 
work out as part of the compromise a 
program of payments spreading what 
might later be held to be taxable income 
over a period of years. Moreover, if the 
compromise will be claimed as an ex. 
empt share in the estate under Lyeth », 
Hoey, the claimant’s position may be 
strengthened by obtaining the executor’s 
cooperation on the other side in agree. 
ing not to claim the payments as a 
deduction against estate tax, and to 
draft the papers in terms of recognition 
of the claimed legacy and not in terms 
of money damages. 

In this connection, the cases have in- 
dicated that it will help to have the 
compromise embodied in a_ probate 
court order in effect modifying and 
reading the legacy into the will and to 
have payment made directly by the es- 
tate in form the same as payment of 
any other legacy or distributive share. 
However, this is matter of form, not 
substance, and a settlement should not 
vary in tax results merely for lack of 
probate court approval or because the 
payments are made directly by other 
distributees of the estate. 


Relationship to Marital and 
Charitable Deductions 


The compromise must be negotiated 
with an eye to its effect upon the mari- 
tal or charitable deductions for estate 
tax purposes and upon any tax alloca- 
tion formula set up by the will. Treas- 
ury Regulation Section 20.2056 (e) -2(d) 
provides that, if as the result of a will 
controversy, the surviving spouse as 
signs or surrenders an interest in the 
estate in settlement, the value of the 
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interest is not considered as having 
passed from the decedent to his spouse 
under Section 2056 and does not qualify 
for the marital deduction. On the other 


hand, a: interest assigned or surren- 
dered tc the spouse in settlement of the 
controversy will qualify for the marital 
deduction if. under certain tests stated, 
the assignment or surrender was “a 
bon. fide recognition of enforceable 


rights of the surviving spouse in the 
decedent’s estate.” 

The possible added tax through loss 
of marital deduction in the first case 
and tax savings through increase in 
marital deduction in the second case 
may significantly affect the negotiation 
of such a compromise with the takers 
of the residuary estate which is to pay 
the taxes under the decedent’s will. 

The tax allocation problem is illustra- 
ted by Thompson’s Estate, mentioned 
above, where the next of kin were able 
to extract $325,000 from the charitable 
remaindermen in compromise of the will 
contest, and the charitable deduction to 
the estate was cut down by this amount 
as constituting a distributive share of 
the estate passing to private parties. 
Since the executor failed to prove that 
the New York tax apportionment statute 
applied to a will compromise, the entire 
tax on the $325,000 was payable out 
of the residue passing to charity, there- 
by further reducing the charitable de- 
duction and necessitating resort to the 
Commissioner’s formula for determin- 
ing the ultimate tax due. Recognition of 
problems of this sort by the estate repre- 
sentatives at the start may permit their 
elimination or amelioration in the settle- 
ment negotiations. 

Thus, where the compromise payment 
is to be claimed as tax exempt under 
Lyeth v. Hoey, the parties should in 
their negotiations in effect read the 
compromise into the will as if originally 
drafted therein and visualize its impact 
upon all the other provisions of the will. 
It may then be seen that the compromise 
may need to involve not merely what 
amounts to an added clause of bequest, 
but also practical modifications of other 
clauses as well in order to carry out the 
intent of the parties as to the net after 
tax disposition of the estate as a whole. 
The signifiance of this quasi “estate 
planning” will become more evident in 
the next installment. 


AAS 


* Hamilton College has received $25,000 
from a trust fund established by the 
late Charles E. Merrill, founder of the 
brokerage house of Merrill Lynch, 
Pierce, Fenner & Smith. 
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AvuGust Kocus, founder of the Victor 
Chemical Works, left an estate valued 
at $10,000,000. He designated a number 
of persons to receive shares of stock of 
the company — 2,000 to a close business 
associate, 1,600 to his secretary, and 
2,700 shares to be divided among eleven 
others. All of Mr. Koch’s real property 
is to be divided equally between his son 
and daughter. The residue of the estate 
is trusteed in a number of funds for his 
children and grandchildren. The princi- 
pal of each of the funds ultimately 
passes to the children of the life bene- 
ficiaries. 

Appointed executors and trustees are 
Mr. Koch’s son and Continental Illinois 
National Bank and Trust Co. of Chicago. 
For a period of ten years following the 
death of Mr. Kochs, the disposition or 
retention of the Victor stock is to be 
directed by his son and his business as- 
sociate. 


N. PENROSE HALLOWELL, former presi- 
dent of Lee Higginson Corp., investment 
bankers, gave his home, household furni- 
ture, and adjacent land in a Maine com- 
munity to his daughter, and directed his 
executors to divide into equal shares and 
distribute his other real property there 
to his three other children. Any other 
interest he had in a house or apartment 
in which he and his wife had lived is 
to pass to his wife subject to any lia- 
bility of the estate in such interest. 

The will creates two trusts — a marital 
deduction trust, with a $450,000 limita- 
tion on its corpus, and a second trust 


comprised of an amount equal to the 
difference, if any, between $450,000 and 
any lesser amount conveyed to the mar- 
ital deduction trust. The income from 
both trusts is distributable to Mrs, Hal- 
lowell and if it is less than $18,000 in 
any twelve month period, the trustees 
are directed to pay the deficiency from 
the principal of the marital trust. The 
remainder of the first trust, if the widow 
fails to appoint it, and of the second 
trust is to be paid to the testator’s issue 
then living in equal shares per stirpes. 

The residue of the estate is also to 
be held in trust which shall terminate 
on the death of the survivor of Mr. 
Hallowell’s son and his wife, if the sur- 
vivor dies within five years of Mr. Hallo- 
well. If the persons named survive the 
five year period then the trust is to ter- 
minate upon the death of either. The 
son is to receive $5,000 per year from 
this trust. The remaindermen are the 
same as those of the other trusts. 

Two individuals are named executors 
and trustees, but if they fail to act, the 
United States Trust Co. of New York 
is designated to fill the vacancy. Both 
the trustees and executors are author- 
ized to hold shares of Lee Higginson 
Corp. and are directed in the exercise 
of their discretion to “hold or dispose 
of said stock to give reasonable con- 
sideration to the interests of other stock- 
holders, it being the testator’s expressed 
desire that neither the corporation nor 
its stockholders be embarrassed by an 
offer of the stock made pursuant to the 
restrictions to which it is subject. 
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ESTATE PLANNING COUNCIL ACTIVITIES 


An Estate Planners Day, with the 
program planned for professionals, was 
sponsored by Central Arizona Estate 
Planning Council, Phoenix, on Saturday, 
February 4. In the morning session Wil- 
liam J. Bowe, Professor of Law, Uni- 
versity of Colorado, spoke on “Tax Im- 
plications Involved in Estate Planning” 
and a panel presented “Estate Problems 
of the Business Man.” Members of the 
panel, all from Oakland, Cal., were: Ben 
Silver, C.L.U.; Louise A. Sallman, 
C.P.A.; Glen Wardhaugh, trust officer, 
American Trust Co.; Robert H. Walker, 
attorney; and Richard W. Johnson, 
C.L.U. Professor Bowe’s presentation 
was given in two sections with a coffee 
break between, and the panel presenta- 
tion started in the morning and contin- 
ued after luncheon. Four ‘banks — The 
Arizona Bank, First National Bank of 
Arizona, Valley National Bank, and 
Phoenix Title & Trust Co., cooperated 
with the Council in sponsoring the 
program. 

Birmingham, Ala. — “Estate Planning 
for Corporate Executives” was discussed 
by Vivian Johnston, Mobile attorney, on 
February 1. 

Anchorage, Alaska — Chester L. 
Chambers, president of C. L. Chambers 
Associates, New York City, was the 
speaker on February 7. All members of 
the Council were present as well as in- 
vited guests. Mr. Chambers was in An- 
chorage for the Estate Planning Semi- 
nar sponsored by National Bank of 
Alaska, which is reported at page 179. 

Southern Arizona, Tucson — “Real 
Property and Interests in Real Property 
in Estate Planning” was discussed by 
a panel of four on February 20. The 
panelists were: Sanders K. Solot, ap- 
praiser; William Fleming, trust officer, 
Phoenix Title & Trust Co., Tucson; 
Thomas Hargis, practicing attorney and 
counsel for the trust department of 


Southern Arizona Bank & Trust Co.; 
Robert Elliott, attorney and former trust 
officer. Also William L. Raby, lecturer 
at the University of Arizona, reviewed 
an article from the January Journal of 
Taxation on “How a CPA Acts as a Tax 
Advisor.” 

Central Arkansas, (Little Rock) — 
“Estate Planning Cases” were discussed 
by a panel on February 16. Panel mem- 
bers were: J. H. Bowen, vice president 
and trust officer, Union National Bank; 
Leonard L. Scott, attorney; Edwin L. 
Baxley, C.L.U., New England Mutual 
Life Insurance Co., and Donald L. Niles, 
C?.A. 

Bakersfield, Cal. — “Cross Purchases 
vs. Redemption of Stock, in a Closely 
Held Corporation, on the Death of a 
Stockholder” was discussed by Curtis 
Darling, attorney, on February 21. 

East Bay (Oakland, Cal.) — “An Ac- 
countant’s Eye View of Life Insurance 
as Property” was presented by Gordon 
C. Maxon, C.L.U., on February 13. 

Los Angeles, Cal. — “Sales, Mergers 
and Public Issues in Estate Planning 
for Owners of Closely Held Businesses” 
was the topic for two speakers at the 
February 20 meeting. The speakers were 
Harry M. Halstead, attorney, and Ed- 
mund J. Sampter, authority in the se- 
curity underwriting field. 

Sacramento, Cal. — The Fourth An- 
nual Estate Planning Forum was held 
February 15 with addresses on “Sepa- 
rate Property — the Hidden Problem in 
Estate Planning.” Hugh W. Davy, 
C.L.U., Home Life Insurance Co., dis- 
cussed “How Does the Life Underwriter 
Qualify for Membership on the Estate 
Planning Team?”; Paul E. Anderson, 
attorney, spoke on “Tax Aspects of Sep- 
arate Property in Estate Planning.” Ed- 
win McInnis, vice president, Bank of 
America N.T.&S.A., discussed “Trusts.” 
Mark D. Larkin, C.P.A., spoke on 
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Keeping ‘His’ Debits Separate from 
‘Her’ Debits”; and Edward C. Halbach, 
Jr., Associate Professor of Law, Uni. 
versity of California, discussed “Djs. 
positive Problems in Various Types of 
Separate Property.” 

The Forum was jointly sponsored by 
the following Sacramento organizations: 
the Council; Association of Life Under. 
writers; California Society of C.P.A.s: 
County Bar Association; Society of 
California Accountants; and _ the trust 
departments of American Trust (Co, 
Bank of America, Crocker-Anglo Na. 
tional Bank and First Western Bank. 

San Francisco, Cal. — “Mutual Ip. 
vestment Funds — Boon or Bane?” 
was the subject for Joseph M. Fee, vice 
president, Dodge & Cox, Inc., Invest. 
ment Managers, on February 1. 

Santa Clara County (San Jose, Cal.) 
— “Powers of Appointment” were dis. 
cussed by Edward C. Halbach, Associ. 
ate Professor, University of California 
Law School, on February 20. 

Denver, Colo. — “Problems Arising 
in Probate from the Lack of Proper 
Estate Planning” were presented by 
David C. Brofman, Judge of the County 
Court (Probate Court) of the City and 
County of Denver, on February 28. 

East Coast (West Palm Beach, Fla.) 
—Abraham J. Briloff, C.P.A. of New 
York City, discussed “Partners and 
Partnerships” on February 22. 

St. Petersburg, Fla. — Various facets 
of estate planning for a_ hypothetical 
estate, and with particular reference to 
life insurance, were presented by Earl 
Peters, C.L.U., Gulf Life Insurance Co., 
on February 16. 

Southeast Florida (Miami) — “Taxa- 
tion of Deferred Executive and Employ- 
ment Compensation” was discussed by 
Abraham J. Briloff, C.P.A., of New 
York City on February 23. 

Hawaii (Honolulu) — “Recognition 
of Inflationary Factors in Estate and 
Retirement Planning” was discussed by 
Dr. Michael Wermel, Dean of the Col- 
lege of Business Administration, Uni- 
versity of Hawaii, on February 16. 

Indianapolis, Ind. — The question, 
“Should Professional Men Be Allowed 
to Incorporate?”, which is involved in 
the Indiana General Assembly bill H.R. 
33, was discussed by Elmer Lyon and 
Samuel Fuller on February 16. 

Des Moines, Iowa — “Life Insurance 
in Estate Planning” was the topic for a 
address by Parker L. Crouch on Feb- 
ruary 6. 

Berkshire County (Pittsfield, Mass.) 
— Walter Marvin, of Merrill Lynch. 
Pierce, Fenner & Smith, spoke on “I0- 
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yestment 2s a tool of Estate Planning” 
on February 28. 

Worcesier County (Worcester, Mass.) 
_— “An Istate Analysis for ‘Mark Sales- 
man’” was presented by Ernest W. 
Fernans, Ir., C.L.U., at the February 
98 meeting. Mr. Fernans, who is asso- 
ciate general counsel of Massachusetts 
Mutual Life Insurance Co., furnished 
for the members a statement of the fi- 
nancial and family facts concerning 
‘Mark Salesman’, his estate plan, and 
a new proposed plan to accomplish his 
real objectives, 

Detroit, Mich. — “Business Can Be 
Fun” was the topic for Leo Blum, of 
Michigan Consolidated Gas Co., who is 
also president of the Investment Study 
Club of Detroit. 

St. Louis, Mo. — Charles W. Hamil- 
ton, senior vice president and trust off- 
cer, National Bank of Commerce, Hous- 
ton, was the speaker on February 13. 

Long Island, N. Y. — Practical estate 
planning problems were explored “in 
depth” at the February 2 meeting. 

Rochester, N. Y. — “Executive Com- 
pensation and Its Effect on Estate Plan- 
ning” was discussed by Carl L. Steven- 
son, assistant treasurer, Eastman Kodak 
Co., on February 16. Mr. Stevenson par- 
ticularly described the Company’s stock 
option arrangements and its group life 
insurance plan. 

Charlotte, N. C. — “Deferred Com- 
pensation Contracts” were discussed by 
Michael McKinney, legal counsel from 
the home office of New York Life Insur- 
ance Co., on February 6. 

Western North Carolina (Asheville) 
— The fifty members of this newly 
formed council who attended the first 
meeting on February 13 heard John 
Schuber, president of the Charlotte 
council, describe the organization and 
activities of that group. Robert Clod- 
felter of the Winston-Salem office of 
Wachovia Bank & Trust Co., also spoke 
to the new council. Officers elected for 
the current year are: Pres. — Bernie 
White, life underwriter; Vice Pres. — 
Joel B. Adams, attorney; Treas. — 
Murray Hollyday, accountant; Sec. — 
PF. L. Rodenbeck, senior vice president 
and senior trust officer, First Union 
National Bank of North Carolina. 
Cleveland, Ohio — A panel represent- 
ing the four estate planning groups dis- 
cussed criticisms with a view to reach- 
ing better mutual understanding of one 
another’s problems at the February 21 
meeting. Members of the panel were: 
Russell G. Fox, accountant; Kenneth V. 
Nicola, attorney; Robert K. Clark, 
CLU,, life underwriter; and Russell E. 
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Vunderink, vice president, National City 
Bank. Officers elected for the ensuing 
season are: Pres. —— Robert K. Clark, 
C.L.U.; Vice Pres. — Nelson Friedman, 
vice president, Cleveland Trust Co.; Sec. 
— William S. Gordon, attorney; and 
Treas. — Bradford D. Haseltine, C.L.U. 

The Society of Estate Analysts on 
February 13 heard Douglas C. Leffing- 
well, C.P.A., discuss “Subchaper S Cor- 
porations — A Few Problems.” Topics 
included by the speaker were: tax ex- 
aminations, dissolution problems, hand- 
ling a deceased shareholder’s interest, 
timing the election, paying dividends, 
and the effect of the Ohio Intangibles 
Tax. 

Dayton, Ohio — Carl L. Bumiller, 
assistant counsel for Union Central Life 
Insurance Co., spoke on “Tax Advan- 
tages Through Deferred Compensation” 
on February 23. 

Mahoning - Shenango Valley (Ohio - 
Pa.) — Kenneth G. Humer, C.P.A. and 
attorney, discussed “Valuation of Close- 
ly Held Corporations” on February 16. 

Tulsa, Okla. — “Pension and Profit 
Sharing Plans” — with the emphasis on 
the taxation of the plans and benefici- 
aries — was presented by G. Douglass 
Fox, attorney and instructor at the Uni- 
versity of Tulsa Law School, on Febru- 
ary 20. 

Chattanooga, Tenn. — Herman L. 
Trautman, Professor of Law at Vander- 
bilt University, discussed “Taxation and 
Estate Planning for Income In Respect 
of a Decedent” on February 23. 

Nashville, Tenn. — “Tax Planning 
for Small Businesses” was the topic for 
an address by William W. Berry, attor- 
ney, on February 13. 

Corpus Christi, Texas — The Febru- 
ary meeting was devoted to “Life Insur- 
ance Trusts.” 

Dallas, Texas — “Problems of Ad- 
ministration of Multi-State Estates” were 
discussed by William E. Collins, attor- 
ney. 


El Paso, Texas — “Joint Tenancy 
Ownership and Related Matters” were 
discussed by William Deffebach, attor- 
ney, who outlined how joint ownership 
and other forms of the “poor man’s 
will” create more problems than they 
solve. 

San Antonio, Texas — “Income in 
Respect of a Decedent” was the subject 
presented by George R. Donnell, C.P.A., 
on February 21. 

Roanoke, Va. — Douglas D. Drys- 
dale, Charlottesville attorney and in- 
structor at the University of Virginia 
Law School, spoke on the “Impact of 
Taxes on Estate Planning” on February 
13. 

Madison, Wis. — Robert B. L. 
Murphy, an attorney who is counsel for 
the state medical society and other 
similar type organizations, discussed at 
the February_13 meeting the problems 
encountered in setting up “Kintner” 
type pension plans for clinics and medi- 
cal associations. 

Toronto, Ont. — “The Balance Sheet 
and Estate Planning” was the subject 
presented by J. K. Punchard, C. A., on 
February 7. 

AAA 


C.L.U.’s Do BETTER 


C.L.U.’s write more life insurance and 
receive higher incomes than non-C.L.U.s 
who have been under contract for a 
comparable period, according to re- 
cent surveys conducted by a number of 
large life insurance companies among 
their own field forces. Reporting on the 
results of these company surveys in a 
recently published study, Herbert C. 
Graebner, C.L.U., dean of the American 
College of Life Underwriters, states that 
C.L.U.s produced from 11% to 89% 
more business in 1959 and enjoyed 
from 20% to 82% higher earnings than 
non-C.L.U.s having five or more years 
of full-time experience in the business. 
Companies having 50 or more C.L.U.s 
participated in this research project. 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


“RY for peace-of-mind: have your at- 
torney draw your will . . . appoint the 
‘Financial Cabinet’ to carry it out.” 
This advice, in an ad from Boston Safe 
Deposit & Trust Co., is illustrated by a 
photo-type picture of the consultation 
with the attorney and a silhouette of the 
“Financial Cabinet” in much smaller 
size below. The text explains in more 
detail what the pictures summarize. 

“A will properly prepared will save 
your estate many times the small cost 
and the little time required” notes an 
ad from Fort Worth National Bank. 
This advice — and more of the same — 
is printed in the smoke rising from a 
cigarette in an ash tray pictured in the 
ad. 

“Micro-Miracles and the Investor” 
titles an ad from United States Trust 
Co.. New York, which shows a boy as- 
tonishing his grandmother with the per- 
formance of a transistor radio. Develop- 
ing this story, the text states that “In- 
vesting today is closely linked to the 
progress of the scientist” and relates the 
services of the Trust Company to that 
idea. 

“In making a will one bad apple can 
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spoil the barrel,” observes an ad from 
Trenton (N.J.) Trust Co. The ad, pic- 
tured here, explains how trouble can 
arise and advises the reader to have his 
will drawn by his lawyer because “He 
has the experience to avoid such pit- 
falls.” Another paragraph suggests the 
trust company as executor. 

“Now’s a good time for your annual 
confidential financial check-up” says an 
ad from State Bank & Trust Co., Evans- 
ton, Ill. The ad advises a check on the 
will and another on investments and pic- 
tures such a conference. 

“Safety first with First National Trust 
Services” titles an ad in the “Air Force 
Times” from First National Bank, 
Montgomery, Ala. The ad speaks of ex- 
ecutor and trustee appointments, estate 
planning, guardianships and investment 
management, and includes a coupon to 
send for a “Bank-Mail-Package.” This 
is one of a series of ads through which 
the bank is offering its varied services 
to members of the Air Force. Institu- 
tional ads appear once in four months, 
and trust services are presented about 
three times a year. The other services 
are easier to handle by mail and consti- 
tute the rest of the bank’s program in 
the “Times.” While it is “almost impos- 
sible to set up a trust by mail,” the bank 
counts on the nearby Maxwell Air 
Force Base, since it is the “academic 
center for the Air Force” and sooner or 
later the men will probably be attend- 
ing classes there. 

“The road to probate is paved with 
good intentions” states an ad from 
Huntington National Bank, Columbus. 
Ohio. The text explains how this pro- 
crastination comes about, but suggests 
putting “Estate Analysis at the top of 
your list for 1961.” In the upper corner 
a hand holds a fountain pen writing 
1961 resolutions. 

“Is your family insured against infla- 
tion?” inquires an ad from Southern 
Bank & Trust Co., Richmond, Va. The 
ad notes that life insurance amounts, 
like property insurance, have to be in- 
creased these days, and suggests an in- 
surance trust, and a conference with 
trust officer and life underwriter. Copies 
were sent to Richmond life underwriters. 

“Relax,” advises an ad from First 
National Bank, Fort Lauderdale, Fla. 
The text, illustrated with an individual 
dozing in the hammock, points out that 
the reader really can relax “and enjoy 
the good life in Florida” if his affairs 
are being handled by the bank’s trust 
officers. 











IN MAKING A WILL 






i. 
one bad apple can 
spoil the barrel: 


One amall error in drafting your Will might force a court 
to declare your entire Will invalid! Have your lawyer 
draw it. He has the experience to avoid such pitfalle 


Visit our Trust Department. A cordial welcome awaits 
you. Ask to see one of our Trust officers and have him 
explain how we can serve you and your family as Executor 
of your Estate. 
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Booklets 


A series of booklets on “Your Own 
Tax Exempt Foundation,” prepared by 
Kentucky Trust Co., Louisville, with the 
cooperation of counsel, have been dis- 
tributed exclusively to members of the 
Kentucky Bar Association. They deal 
with the subject as aid to business plan- 
ning, estate conservation, and_ estate 
building. The fourth is more general, 
presenting the reasons for creating such 
a foundation. 

The first anniversary issue of 
“‘Woman’s Business,” prepared and dis- 
tributed by Harris Trust & Savings 
Bank, Chicago, includes suggestions on 
what a woman should keep in her safe 
deposit box, record keeping at home, 
and the Social Security requirements for 
employers of domestic help. A survey is 
in process to find out what topics — 
including trust services — are of most 
interest to the women who read this 
informative bi-monthly. 

A brief discussion of “Why Good Ex. 
ecutives Need Good Executors” appeal: 
ed in the January-February issue of 
Montreal Trust Co.’s ‘“Forethought.” 
The writer expresses understanding of 
the executive’s problem,, but points out 
that if confronted with the necessity of 
selecting a new general manager. the 
executive “would look into the qualifica- 
tions of each candidate for the position 
with great care. His final choice would 
be made only after much deliberation. 
Equally thoughtful selection of an e& 
ecutor is recommended. 
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CUR ENT LITERATURE 


By RAYMOND F. GREGORY 
Seghers, Reinhart & McCall, New York 
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Books 


How to Run a Pension or Profit-Shar- 
ing Plan 
WILLIAM J. CASEY, Institute for Business 


Planning Inc., 2 W. 13th St., New York (183 
pp.; $12.50). 


| The author asserts in the introduction 
to this volume that much. of what has 
been written concerning pension and 
profit sharing plans has emphasized tax 
advantages to both employer and em- 
ployee and the place of the plan in the 
employer’s compensation structure, while 
little attention has been given to the 
actual mechanics of operating the plan 
or to methods of adapting the plan to 
changing conditions. The purpose of this 
work is to examine proven methods of 
running a sound plan and suggestions 
for review of a plan with a view to its 
improvement. 


The experience of existing pension and 
profit-sharing plans has been drawn 
upon with the intention of demonstrating 
, successfully applied operating practices. 
A great deal of illustrative material con- 
cerning techniques of educating employ- 
ees to the value of participation in the 
plan has been assembled from materials 
actually used. Some of the more signifi- 
cant topics discussed include administra- 
tive responibility, accounting records, 
the role of the actuary, computation of 
the employer’s tax deduction and com- 


pliance with IRS administrative require- 
ments. 


How to Invest Pension and Profit 
Sharing Funds 


WILLIAM J. CASEY. Institute for Business 
Planning, 2 W. 13th St., New York 11, N. Y. 
(192 pp.; $12.50). 


This is a companion piece to the 
author’s report upon methods of ad- 
ministering employee benefit plans. It 


of objectives and the means of attaining 
them from which each plan must select, 
as well as specific actions taken by some 
of the largest and most successful cor- 
Porate funds in implementing their in- 
Vestment philosophy. 


Mr. Casey is especially careful to 
stress the necessity for competent pro- 
fessional management on a_ full-time 
basis in all save exceptional instances. 
Corporate executives contemplating a 
benefit plan for their organizations 
Would do well to inform themselves from 
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Presents in great detail the wide choice - 


this authoritative source of information 
on a topic of vital importance. 
ee 


Principles of Accounting, Advanced 
— Fifth Edition 


H. A. FINNEY and HERBERT E. MILLER, 
Prentice-Hall, Inc., Englewood Cliffs, N. J. (834 
pp.; $11.35). 

The fifth edition of this concluding 
volume of the authors’ Coordinated Ac- 
counting Series is a manual of advanced 
accounting principles and practices re- 
flecting current developments in modern 
accounting. In this edition, coverage of 
parent and subsidiary accounting and 
consolidated statements has been exten- 
sively revised, and both cost and equity 
methods of parent accounting for its in- 
vestment in subsidiaries are studied and 
evaluated. In addition to the ten chap- 
ters on parent and subsidiary account- 
ing, other chapters give attention to part- 
nerships, insurance, compound interest 
and annuities, public accounts, foreign 
exchange, and estates and trusts. 

Two chapters, totalling about 30 pages, 
are devoted to the last named subject, 
and among the topics discussed here are 
administration and distribution of an 
estate, inventory of assets, fiduciary’s ac- 
counts, the trustee’s accounts, and open- 
ing and closing trustee’s books. Some 240 
pages are given over to assignment ma- 
terials which are applicable to the sub- 
ject matter of each chapter. A workbook 
which accompanies this volume is avail- 
able from the publisher. 


Taxation of Deferred Employee and 
Executive Compensation 


Edited by HENRY SELLIN, Prentice-Hall, Inc., 


Englewood Cliffs, N. J. (720 pp.; $19.50). 
Divided into three 


sections, this 


voluminous study encompasses non-quali- 
fied plans for deferred compensation, 
pension and profit-sharing plans, and 
stock options. The second section was the 
subject of an extensive review by Hilary 
L. Seal in his column in the February 
issue of TRUSTS AND ESTATES at p. 134. 
The papers included in this study have 
been written by attorneys, accountants, 
actuaries, and pension planners and ad- 
ministrators long experienced in their 
fields, and it is their purpose not only 
to present their thinking on their special- 
ized field, but also to consider applica- 
tion of their experience to the everyday 
problems of the tax practitioner. 

Of course, the emphasis of the ma- 
terial is on the tax aspects of deferred 
compensation, but administrative and 
economic facets are examined as well. 
Mr. Sellin states in his preface that this 
work will define and clarify issues aris- 
ing in this area and will indicate to the 
reader the principles and _ procedures 
which will aid in arriving at satisfactory 
solutions. 


SUPPLEMENTS 


Separation Agreements and Ante- 
Nuptial Contracts 


ALEXANDER LINDEY. Matthew Bender & 
Co., Albany, N. Y. 


This cumulative supplement, replacing 
the 1954-1959 compendium, contains the 
astounding number of 2,300 case cita- 
tions for the eight-year period since pub- 
lication of the text. There are no less 
than 84 new forms and half that many 
commentary topics resulting in large 
degree from the unusual developments in 
the law of spouse’s rights and obliga- 
tions, including questions as to the 
ownership of personal property when the 
marriage dissolves. 
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ARTICLES 


The Accountant’s Part in Estate Plan- 
ning 

MILTON H. REUBEN. Journal of Accountancy, 

February, 1961 (270 Madison Ave., New York 

16; $.85). 

The author, an attorney, discusses the 
role of the accountant in estate planning 
and notes some of the areas where the 
knowledge and the skill of an accountant 
may be put to particular advantage. The 
accountant’s contribution may be signifi- 
cant in minimizing inheritance, estate, 
and income taxes, in making provision 
for adequate cash reserves, and in solv- 
ing problems relating to closely held cor- 
porations. The author presents a pro- 
posed agenda for an estate planning 
conference which embodies a check list 
of topics suitable for consideration at a 
meeting attended by client, attorney and 
accountant. 


1960 SuRVEY OF NEw YorK LAw: 


Future Interests — Bertel M. Sparks. 
Trusts and Administration — Joseph 
W. Hawley. 


Succession — John C. Huston. 


New York University Law Review, December, 
1960 (40 Washington Square So., New York; 
$3.00). 

In 1960 the reform movement in the 
area of future interests culminated in 
the adoption of the common law period 
(lives in being plus 21 years) as a stand- 
ard in New York. However, the common 
law rule was not adopted in its entirety 
as the statute is still expressed in terms 
of the suspension of power of alienation 
of real property and the suspension of 
the absolute ownership of personal 
property, whereas the common law is 
generally expressed in terms of remote- 
ness of vesting. Other 1960 legislative 
changes include repeal of the limitation 
on the number of successive life estates, 
and the addition of certain rules of con- 
struction including codification of the 
long applied principle that in every case 
it is presumed that a valid rather than 
an invalid disposition was intended. 

In the area of trusts and administra- 


tion, the Legislature enacted. the first 
New York statutory authorization for the 
designation of a testamentary trustee as 
a beneficiary when it provided that both 
an intervivos and testamentary trustee 
may be named as beneficiary of a life 
insurance policy. The Legislature was 
careful to omit other pour over pro- 
visions, and thus practitioners must con- 
tinue to rely upon the principles enunci- 
ated in Matter of the Will of Ivie (4. 
N.Y. 2d 178). Other significant develop- 
ments in New York trust law include 
further judicial refinements in the rules 
allocating stock dividends between prin- 
cipal and income. 

Professor Huston notes that there was 
a material increase in the number of 
significant decisions in the area of suc- 
cession during 1960. He reviews some 
of the more noteworthy cases involving 
execution and revocation of wills, undue 
influence and ademption. 


Advantages of Cross-Purchase Plan 
Over Redemption in Certain Situa- 
tions 
ADDIS E. HULL III, Journal of Taxation, Feb- 


ruary 1961 (147 E. 50th St., New York 22; 
$1.50). 


The cross purchase plan for the trans- 
fer of shares of a close corporation upon 
the death of a stockholder has definite 
advantages and disadvantages. Under 
circumstances where there exists danger 
of dividend treatment as a result of a 
stock redemption plan, the cross pur- 
chase plan may be utilized to eliminate 
a determination that the corporation is, 
in effect, distributing earnings. Presented 
here is a comparative study of the two 
plans and an examination of the condi- 
tions that suggest the use of one of the 
plans rather than the other. 


A Survey of Charitable Endowment 

Procedures 

DAVID B. MARRIN, Estate Planners Quarter- 

ly, December, 1960 (215 W. 34th St., New 

York; annual subscription $10). 

In the form of a letter answering a 
layman’s request for information con- 
cerning tax-saving strategies in phil- 
anthropic giving, the author offers a 
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survey of methods and procedures that 
may be utilized in a program of charitabk 
endowment. Each of the eleven pro. 
cedures included in the survey are brief. 
ly discussed and the tax advantages ey. 
plained. Procedures numbered in the syr. 
vey include bargain sales of appreciated 
stock, gifts with retention of the right ty 
use, life insurance gifts, reservation of 
income from a gift of income-producing 
securities, and split dollar procedures, 


Wills Drafted for Administratiye 
Flexibility Bring Income Tax Say. 
ings 
WILLIAM K. STEVENS. Journal of Taxation, 
March, 1961 (147 E. 50th St., New York 2). 
$1.50). 

If draftsmen of wills and trust ee 
ments keep in mind such concepts as dis. 
tributable net income, amounts required 
to be distributed, the distributions de. 
duction, unused carryovers, and exces; 
deductions on termination, substantial 
income tax savings may be effected dur. 
ing the administration of an estate or 
trust. After examining basic concepts 
of income taxation of estates and trusts, 
the author demonstrates how tax say. 
ings may be effected through provision 
for sufficient fiduciary powers and at- 
thority, through the utilization of tax 
entities- such as_ estate-type marital 
trusts and spray trusts, and through use 
of other tools such as deferred comper- 
sation and restricted stock options. In- 
asmuch as change in the tax law in this 
area is imminent, the author is careful 
to apprise the reader of the effect of 
proposed legislation. 


Ademption and the Testator’s Intent 


Harvard Law Review, February, 1961 (Can- 

bridge; $1.50). 

The results produced by the applica 
tion of the doctrine of ademption ar 
often contrary to a testator’s probable 
intent, but justification for the cor 
tinued existence of the doctrine lies it 
its avoidance of the difficulties of cas 
by case determination of a testator’s il- 
tent. However, the author of this née 
contends that the doctrine has failed 
to have achieved its purpose, and, basel 
upon a thorough study of the operation 
of the doctrine, advocates a new 4 
proach to the problem. 





-Recent Proposals on the Taxation'd 
Estates and Trusts 
JESSE R. FILLMAN and RICHARD J. BAR 
NET. Boston University Law Review, Winte 
1961 (11 Ashburton Place, Boston; $1.25): 
In the last Congress, the House passed 
a bill amending Subchapter J of tlt 
Internal Revenue Code which embodit 
the provisions pertaining to the taxati0l 
of trusts and estates. Although the Set 
ate failed to take similar action, it 4 
pears probable that the present Congr 
will enact legislation amendatory of 
Subchapter J. This article reviews th 
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salient icatures of the bill passed by the 
house wi:ich again will be presented for 
considertion. The House bill provided 
for amendments to the tax status of 
multiple trusts, expansion of the pres- 
ent two tier system of allocation of dis- 
tributable net income into a four tier 
system, ithe application of the separate 
shares rule to estates as well as trusts, 
and other significant changes in the 
present law. 


Updating Life Insurance Settlement 
Options 
THEO P. OTJEN and ARTHUR J, PABST. 
Journal of Insurance, December, 1960 (210 E. 
University Ave., Bloomington, Illinois; $1.50). 
Initial defects or obsolescence in out- 
dated settlement option arrangements for 
life insurance proceeds are potentially 
sources of hardship to the designated 
beneficiaries. The authors conducted a 
study of the interval of time elapsing be- 
tween the execution of a will and probate 
proceeding and the time elapsing between 
election by an insured of a settlement 
option and its use. They discovered that 
wills are much more up to date than 
settlement options. This comparative 
study points up the necessity for re- 
taining efficient settlement arrange- 
ments in light of varying circumstances 
through periodic review of restricted 
payment plans. 


The Power to Consume 


BERNIE R. BURRUS. New York University 
Law Review, January, 1961 (Washington Square 
So., New York 3; $2.00). 

The nature of the property interest 
of the power to consume appears to be 
more than that of a life estate yet less 
than that of a fee. It possesses the 
property incidents of enjoyment, use and 
disposal, but not that of ultimate dis- 
position. The author’s study demon- 
strates that the courts tend to favor 
granting more freedom to a testator in 
disposition of his property and thus the 
power to consume has generally been 
denied the status of a fee. However, the 
author advocates treatment of the power 
as a life estate with a general power of 
appointment. 


Effect of Assignment upon the Inter- 
est of a Life Insurance Beneficiary 
WILLIAM R. DORSEY, III. Virginia Law Re- 
view, January, 1961 (Charlottesville; $2.00). 
Intrinsic to the assignment of a life 

insurance policy by the insured is the 
issue of the conflicting interests of the 
original beneficiary and the assignee. 
Where the beneficiary consents to the 
assignment, the issue will not arise, but 
In circumstances where consent has been 
Withheld, the courts have been con- 
fronted with the problem of determining 
the parties’ respective rights. Subject of 
this article is a study of the significant 
decisions in this area and an analysis 
of the reasons for different results. 
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Tax Incentives for Lifetime Gifts to 
Charity 


ROBERT L. MERRITT. Taxes, February, 1961 
(4025 W. Peterson Ave., Chicago 46; $1.00). 


The author premises this discussion of 
the economics of charitable giving upon 
three basic rules: 1) the amount of the 
gift can be increased through proper 
selection of the donated property, )2 
lifetime gifts are preferable to testa- 
mentary, and 3) proper planning of 
lifetime gifts may afford a married donor 
substantial estate tax savings. The main 
part of the article includes a timely dis- 
cussion on recent Revenue Ruling 60-370 
wherein the Revenue Service reversed its 
stand on the “Pomona College” plan. 

The second half of the article pre- 
sents a number of tables and forms, in- 
cluding forms for creation of a simple 
charitable foundation and for making 
a gift-sale of stock to a charity. But per- 
haps of more significance is a seven 
page check-list for charitable giving 
which is subdivided into four groupings: 
timing of gifts, types of property to 
give, methods of giving, and who should 
give. 


Kentucky Perpetuities Law Restated 
and Reformed 


JESSE DUKEMINIER, Jr. Kentucky Law 
Journal, Fall, 1960 (Lexington; $2.00). 


The Kentucky General Assembly re- 
cently adopted the common law Rule 
against Perpetuities as modified by an 
actual events test and with provision for 
the utilization of the cy pres doctrine 
to save invalid interests. This article, 
noteworthy in its detailed and exhaustive 
documentation, examines the law exist- 
ing prior to the 1960 Act, dissects and 
explains the reform measures included in 
the new act, and analyzes and distin- 
guishes from the Rule against Per- 
petuities, the Kentucky law of direct 
restraints on alienation. Of particular 
interest to the readers of this magazine 
is Part II of this lengthy article which 
deals with the reasons and purposes of 
the amendatory legislation and the ap- 
plication of the act to commonly recur- 
ring circumstances, 
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Studies in Legal Philosophy 

Vanderbilt Law Review, December, 1960 (Nash- 

ville 5; $2.00). 

This symposium on philosophy of law 
presents a number of essays (covering 
nearly 400 pages) on some of the more 
prominent figures of legal philosophy 
and touching upon most of the great 
eras in the history of legal thought. Al- 
though historical in approach, each of 
the essayists comments critically on his 
subject’s legal theory in light of its con- 
temporary significance. As an example 
of this, Thomas C, Davitt, S. J., analyzes 
the current significance of Thomas Ac- 
quinas’ legal philosophy in the field of 
constitutional law, torts, criminal law 
and the law of property. 

Following upon Roscoe Pound’s intro- 
ductory essay, “The Function of Legal 
Philosophy,” is Hans Kelsen’s detailed 
analysis of Plato and the relation of his 
theories to the natural law. The legal 
philosophies of four eighteenth cen- 
tury legal-theorists — Hume, Rousseau, 
Montesquieu and Kant — who have ex- 
erted great influence on contemporary 
thought, are analyzed in a paper by 
Clarence Morris. Austin, Nietzsche, 
Jhering and Dewey are included among 
the more recent philosophers studied, and 
America’s most influential (and prob- 
ably the most controversial) twentieth 
century legal theorist, Justice Holmes, is 
the subject of an absorbing article by 
John C. H. Wu. 
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ESTATE TAX 


Valuation of stock in closely held cor- 
poration. Donor made gifts in trust of 
stock of closely held corporation. Value 
of $3,000 per share was returned for 
gift tax purposes, whereas Commissioner 
determined value at $4,150 per share, 
using formula of ten times average earn- 
ings over five-year period. Taxpayer 
paid deficiency in tax and instituted suit 
for refund. District Court upheld Com- 
missioner. 


HELD: District Court reversed. Closely 
held stock cannot be reasonably valued 
by one fixed inflexible formula. On valu- 
ation date, company showed clearly de- 
fined trend toward lower earnings, Un- 
der these circumstances, average for 
previous five-year period must be ad- 
justed for capitalization factor to give 
effect to probability of continuation of 
declining earnings. Accordingly, $3,000 
value was realistic. Est. of J. L. Snyder 
v. U.S., 4th Cir., Jan. 5, 1961. 


Expenses incurred in will construction 
suit deductible. Suit was instituted for 
will construction. Amount of assets to 
be distributed to residuary legatee was 
dependent upon outcome of suit. Execu- 
tor was necessary party defendant. Pro- 
bate court allowed executor special com- 
missions in connection with defense and 
also approved expenses of suit. Commis- 
sioner disallowed deduction claimed by 
estate for these expenses on ground 
that suit was not for benefit of estate. 


HELD: For estate. Under applicable 
state law, no credit was allowable to 
fiduciary for disbursements, fees, or 
services without legal evidence to justify 
it. There being no evidence to contrary, 
it is presumed that expenses were proper 
charges against estate under state law. 
Special commissions and expenses in- 
curred in will construction suit, there- 
fore, constituted allowable deductions 
from gross estate. Est. of M. S. Pridmore 
v. Comm., T. C. Memo. 1961-12, Jan. 24, 
1961. 


Value of charitable bequest to be re- 
duced by administrative expenses. Dece- 
dent bequeathed his residuary estate in 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


trust, income payments of modest 
amounts to be made to two employees 
for life, and remaining income after de- 
ducting trust expenses to be paid to his 
sister-in-law for life. Upon her death, 
trust income was payable in perpetuity 
to charity. Substantial administration 
expenses were incurred, and executors 
elected to claim these expenses as deduc- 
tions for estate income tax purposes. 
Commissioner determined that admini- 
stration expenses should be deducted 
from gross estate before determining 
residue available for charitable purposes. 
Executors maintained election to deduct 
expenses of administration against in- 
come rather than estate increased value 
of residue and charitable bequest. 


HELD: For Commissioner. Election 
to claim administration expenses for in- 
come tax purposes is not dependent upon 
actual manner in which expenses are in 
fact paid. Taxpayer is entitled to make 
election regardless of whether income or 
corpus was used to make payment. Ex- 
ecutors here failed to show that ex- 
penses were actually paid out of income. 
In absence of such proof, administration 
expenses are to be deducted from gross 
estate to determine amount of residue 
passing to charity. Est. of E. H. Luehr- 
mann v. Comm., 8th Cir., Feb. 8, 1961. 


Life insurance premium payment test 
under 1939 Code. Decedent transferred 
certain insurance policies on his life to 
irrevocable trust established by him. In- 
come from trust securities, which dece- 
dent had also transferred to trust, was 
used to pay premiums on policies. Upon 
decedent’s death, in 1952, total proceeds 
were paid to trust. Commissioner deter- 
mined that proportionate part of pro- 
ceeds was includible in decedent’s estate 
under premium payment test of 1939 
Code. 


HELD: For Commissioner. Premium 
payments made by trustees after Janu- 
ary 10, 1941 were paid indirectly by de- 
cedent within meaning of section 811, as 
amended, of 1939 Code. Portion of pro- 
ceeds which bears same ratio to total 
proceeds as premiums paid after Janu- 
ary 10, 1941 bear to total premiums paid 
is properly includible in decedent’s gross 








estate. E. S. Cohen Trust v. U. §, 
D.C.N.D. Ill., Dec. 30, 1960. 


Penalty for failure to file estate tax 
return on time. Prior to due date of es- 
tate tax return, executor made tentative 
computation of tax, and mailed check to 
District Director of Internal Revenue 
with request that it be credited to estate. 
Return was filed after statutory time 
had expired, Commissioner asserted de- 
linqguency penalty. Executor contended 
that late filing was due to litigation af. 
fecting items on which tax would be 
computed; therefore, final figures were 
not available for filing. 


HELD: For Commissioner. Executor 
failed to show late filing was due to 
reasonable cause. Executor was attorney 
and could have easily requested exten- 
sion of time within which to file. Est. of 
M.S. Pridmore v. Comm., supra. 


GIFT TAX 


Annual exclusion allowable for gifts 
of trust income to minor until majority. 
Donor created trust for benefit of four 
grandchildren. Income of trust was pay- 
able to grandchild until age 30, at which 
time principal of trust was to be dis- 
tributed. Trustee had discretion to re 
tain, invest, or pay out for minor’s bene- 
fit any portion of income or principal 
of trust. Any unexpended sums of ac- 
cumulated income were payable to each 
minor at majority or to his or her estate 
in event of death prior thereto. Donor 
claimed gift tax exclusions which were 
disallowed by Commissioner. 

HELD: For taxpayer. Gifts in trust 
would not qualify for annual exclusion 
without benefit of Section 2503(c) of 
1954 Code. Under this section, only gifts 
of income to beneficiary to age 21 qual- 
ify for annual gift tax exclusion. Gifts 
of income from age 21 to 30, and gifts 
of corpus, do not qualify. A. J. Herr ¥. 
Comm., 35 T.C. No. 81, Feb. 6. 1961. 


Gifts of trust income to minors en- 
titled to annual gift tax exclusion. Grand- 
parent created trust for benefit of two 
minor grandchildren. Trustees had dis- 
cretion to pay out income and principal 
to minors. Principal and any accumula- 
ted income were to be paid to benefici- 
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STATES 


aries at 2i or to their estates in event 
of death before 21, Shortly after creation 
of trust, “uother of beneficiaries created 
separate trust which provided that en- 
tire net income of this trust be paid to 
frst trust for maximum period of 10 
years. Should either trust established by 
grandparent terminate during 10-year 
period, then entire income of mother’s 
trust was to be paid to remaining trust 
for balance of 10-year period, or until 
termination of trust. Commissioner dis- 
allowed annual exclusion with respect to 
mother’s trust. 

HELD: For taxpayer. Gifts of in- 
come qualify for annual exclusion. They 
are gifts of present interests within pur- 
view of Section 2503(c) of 1954 Code. J. 
Konner v. Comm., 35 T.C. No. 80, Feb. 
6, 1961. 


INCOME TAX 


Valuation of corporate bonds for chari- 
table gift tax purposes. Taxpayer do- 
nated number of corporate bonds in face 
amount of $40,000 to two tax-exempt 
charitable institutions. Charitable con- 
tributions were claimed equal to face 
amount of bonds. Commissioner disal- 
lowed deduction on ground that value of 
bonds was unascertainable. 

HELD: For taxpayer. Court allowed 
deduction but in amount substantially 
lower than face value of bonds. Bonds 
were subordinate to other corporate in- 
debtedness, and corporate operations had 
not been successful. Although sales had 
been made at face value, these sales were 
not fair barometers of value, since they 
were made by persons financially inter- 
ested in the company, were motivated by 
desire to furnish company with working 
capital and to show faith in company, 
rather than because of interest in value 
of bonds. Court further noted that only 
rare and unusual circumstances would 
warrant finding that bonds had no mar- 
ket value. E. S. Dillard v. Comm., T.C. 
Memo. 1961-30, Jan. 31, 1961. 


Multiple trusts disregarded for tax 
purposes. Taxpayer created ninety trusts, 
designating his son as sole beneficiary of 
each, and his son’s father-in-law as trus- 
tee. Total sum of only $17,500 was trans- 
ferred to the trusts. Commissioner de- 
termined that only one trust was cre- 
ated for tax purposes, Taxpayer ad- 
mitted that sole purpose of trusts was 
‘0 avoid income taxes by dividing in- 
tome from trust into ninety parts, so 
that each part would be exempt from 
ax liability. Taxpayer contended that 
‘ince “business purpose” rule has never 
been applied to trusts, because trusts are 
Benerally created gratuitously with no 
Wsiness purpose, form must control, 
and trusts must be recognized. Commis- 
‘loner argued that in substance only one 
ttust was created. 


HELD: For Commissioner. Court 
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ruled that in light of avowed purpose of 
settlor to avoid taxes, literal compliance 
with terms of trust instrument must be 
strictly enforced. Since evidence showed 
trustee did not maintain trusts separ- 
ately, and distributions were made as if 
only one trust were in existence, sub- 
stance rather than form must prevail, 
and, in effect, only one trust existed. 
Boyce v. U. S., D.C.W.D. La., Feb. 15, 
1951. 


Partnership share held not “set aside” 
for charity. Decedent provided that re- 
mainder of his estate should be held in 
trust, income to be paid to his sister for 
life, and principal then to be paid to 
university. Decedent had been partner in 
law partnership. His distributive share 
of income for year of his death was $35,- 
113, of which he had withdrawn $23,086 
prior to his death. Estate claimed de- 
duction of full distributive partnership 
share as amount permanently set aside 
under will for charitable purposes. Com- 
missioner allowed as deduction balance 
of $12,027 due estate. 


HELD: For Commissioner. Amount of 
withdrawals never became part of estate. 
It could, therefore, not have been covered 
by decedent’s will. Use and benefit of 
this amount was realized by decedent 
during life, and it does not constitute 
proper deduction. Est. of S. H. E. 


Freund, et. al., v. Comm., 35 T.C. No. 67, 
Jan. 25, 1961, 


REVENUE RULINGS 


Income Tax: Beneficiary of estate en- 
titled to refund resulting from net oper- 
ating loss carryback of estate. Benefici- 
ary received distribution from estate and 
reported income to extent of his part of 
distributable net income of estate for 
year. Two years later, estate sustained 
net operating loss, which it carried back, 
resulting in reduction of distributable 
net income for carryback year. Benefici- 
ary’s distributable income was thus de- 
creased. Claim for refund was filed. 

Service points out that 1954 Code in- 
troduced new concept of “distributable 
net income” into law. Net operating loss 
of estate has effect of reducing distribu- 
table net income for prior taxable year. 
Thus beneficiary is permitted to recom- 
pute his taxable income. Refund will be 
allowed provided claim is timely filed 
within normal statutory period. Rev. Rul. 
61-20, I.R.B. 1961-6, 57. 


A AA 


e After many years of controversy with 
its neighboring states, New York has 
passed a law permitting non-residents 
who work in New York to itemize their 
income tax deductions as if they were 
residents. 
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CLAIMS — Decedent’s Employee 
Barred from Enforcing Contract 
Broken After Expiration of Credit- 
or’s Period 


Florida—District Court of Appeal, 3rd District 


Weilbye v. Miami Beach First National Bank, 
125 So. 2d 130. 


Claimant was employed by decedent 
under a five-year employment contract, 
of which there were four years remain- 
ing at decedent’s death. Decedent’s exec- 
utor obtained authorization from the 
probate court to continue operating the 
business, continuing claimant’s employ- 
ment. At the expiration of the eight- 
month period during which claims against 
decedent’s estate must be filed, the exec- 
utor sold the business, thus terminating 
the need for claimant’s services, and re- 
fused to compensate claimant further. 
Claimant filed a belated claim against 
the estate, which was ordered stricken by 
the probate court on the ground that it 
was not timely filed. 

HELD: As the Florida statute speci- 
fically requires that all claims, including 
contingent claims, be filed within eight 
months, the instant claim was properly 
stricken and the executor had no power 
even to waive the requirement. The only 
exception to the rule would be fraud on 
the part of the executor, which was not 
shown. 


NOTE: The holding continues a con- 
sistent line of Florida cases pointing up 
an easily overlooked burden on potential 
creditors of an estate to file a claim 
against the decedent, even if, at the time 
of filing, there has been no breach of 
duty by the decedent or his estate and 
therefore no present cause of action. For 
example, there has previously been held 
that upon the death of the lessee of a 
long-term lease, the lessor must perfect 
his claim within the limited time, even 
though the lessee and his executor have 
never defaulted in the lease payments. 


CLaims — Decedent’s Obligation to 
Support Children Under Support 
Decree Did Not Survive Him 


Mississippi—Supreme Court 
Lewis v. Lewis, 125 So. 2d 286. 


H and W executed a contract provid- 
ing for the payment to W for the sup- 
port of their two minor children of a 
certain amount each month. The contract 
further provided that . . . “The pay- 
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ments herein obligated to be made shall 
cease as to each child as and when she 
obtains her twenty-first birthday, or 
marries, or dies.” W had filed a petition 
in chancery court to require H to pay 
support money and the contract which 
was executed was the settlement ap- 
proved by court decree. 

W later secured a divorce from H; H 
died and W, individually and as guar- 
dian and next friend of the two chil- 
dren, filed petitions in the matter of the 
estate of H seeking a continuation of 
the support payments. After a full hear- 
ing, the lower court entered its decree 
denying the prayer of the petitions. 

HELD: Affirmed. The liability of the 
father to support his child does not sur- 
vive his death in the absence of a con- 
tract or agreement imposing such lia- 
bility. If there is an obligation to con- 
tinue payments after the death of H, 
it must be stated in the contract by ex- 
press terms or be implied considering the 
contract by its four corners together 
with the circumstances of the parties. 
Here there was neither an expressed nor 
an implied provision. 


DISTRIBUTION — Legatee Whose In- 
terest was Specifically Limited by 
Will is Entitled to Share in Inte- 
state Distribution 


Michigan—Supreme Court 
In re Brown Estate, 362 Mich. 47. 


Testatrix made specific bequests, includ- 
ing one to plaintiff which read, “I give 
and bequeath to Lepha Conlon, the stock 
with the Dow Chemical Company which 
I hold jointly with her. This bequest is 
all that Lepha Conlon shall receive from 





my estate, and. . 
anything else.” 

A would-be recipient of another spe- 
cific bequest predeceased the testatrix 
causing the bequest to lapse and thereby 
creating an undisposed residue in the 
estate (since there was no residuary 
clause). Under the statute of descen; 
and distribution, the plaintiff, a niece of 
testatrix, would be entitled to share jp 
such residue unless she is eliminate 
from so doing by the wording of the 
bequest to her. The trial court held that 
she was. 


HELD: Reversed. The statute speci. 
fies the distribution of assets as to which 
decedent died intestate. Although a test. 
ator has the power to dispose of prop. 
erty by will, such right does not convey 
the power to disinherit as to intestate 
property. Testator could not eliminate an 
heir from receiving that portion of the 
estate governed by the statute except by 
disposing of such property by will. 

The result reached does not necessarily 
conflict with the intention of the testa- 
trix inasmuch as at the time she made 
her will she allocated her property as 
she wished among all of those that she 
felt likely to survive her. The death of 
one specific legatee changed the condi- 
tions under which the will was draw 
and it does not necessarily follow that 
the limitation as to receipt of other prop- 
erty by the plaintiff would in the light 
of such changed conditions have re 
mained the same. 


- She shall not receiye 


DISTRIBUTION —- Residuary Benefici- 
ary Could Not Appeal from Order 
Directing Distribution of Specific 
Legacies Only 


Arizona—Supreme Court 
In re Wiswall’s Estate, 358 P. 2d 172. 


One of beneficiaries of residue of estate 
appealed from Order of Partial Distri- 
bution, directing payment of specifi 
legacies since obligations of estate had 
not been paid and payment of creditors 
was mandatory before any distribution. 
A motion to dismiss the appeal was mate 
upon the ground that residual beneficiary 
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was not aggrieved by order of payment 
of specific bequests and therefore could 
not ape]. 

HELD: Motion to dismiss granted. A 
creditor would be the only one entitled 
to appeal. Specific bequests take prece- 
dence over residual bequests and if pay- 
ment of specific bequests reduces estate 
below amount required to pay creditors 
they only could be aggrieved and not 
residual beneficiaries. 


INSURANCE — Life — Beneficiaries of 
Pledged Policy Entitled to Reim- 
bursement of Debt from Estate 


Pennsylvania—Supreme Court 
Miller Estate, 402 Pa. 140. 


Decedent obtained a policy of insur- 
ance on his life, naming seven benefici- 
aries. He reserved the right to change 
beneficiaries and to assign the policies. 
Thereafter he was adjudged incompetent 
and a guardian of his estate was ap- 
pointed. With Court approval, the guar- 
dian borrowed $24,000 from a bank and 
pledged the policy as collateral security. 
Decedent died in 1952 leaving a will. 
The insurance proceeds were paid to the 
bank which applied them in payment of 
the loan and paid the surplus of $14,000 
to the policy beneficiaries. These benefi- 
ciaries then claimed from the estate of 
the decedent the amount of the insur- 
ance proceeds the bank had deducted for 
the loan. The lower court permitted the 
claim which exhausted the estate. The 
legatees of the estate appealed. 

HELD: Affirmed. Whether or not the 
beneficiaries of the insurance can claim 
by way of subrogation against the es- 
tate depends on the intent of the dece- 
dent. The only ascertainable intent of 
the decedent was that by naming the 
beneficiaries of an unencumbered policy, 
he intended that they should receive the 
gross proceeds. Since the loan was nego- 
tiated after decedent was adjudged in- 
competent, the circumstances of the loan 
cannot affect his original intention. 


JurispIcTION — Probate Court Er- 
Toneously Yielded Jurisdiction as 
to Validity of Will on Question of 
Marriage 


Florida—District Court of Appeal, 2nd District 
In re Estate of Dahl, 125 So. 2d 332. 


Under Florida law the probate court 
has exclusive jurisdiction in respect to 
all ordinary probate matters and in re- 
spect to a determination of the validity 
ofa will. The probate court has concur- 
tent jurisdiction with the Circuit Court 
. respect to interpretation or construc- 
tion of wills, 

In the instant case, after probate of 
4 will, two brothers of decedent filed a 
Cireuit Court action seeking to annul the 





are liste 


Estat 


marriage of decedent to his wife and 
thief beneficiary under the will, and to 
“tt aside the will. At the request of the 
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brothers, the probate court yielded juris- 
diction to the Circuit Court as to the 
issue of the will’s validity, on the theory 
that the probate court had no authority 
to determine the validity of the marri- 
age, and therefore the Circuit Court was 
the only court which could give complete 
relief. 


HELD: The Circuit Court had no jur- 
isdiction to determine the validity of the 
will and the probate court violated the 
essential requirements of law by wrong- 
fully yielding jurisdiction to the Circuit 
Court. Accordingly, the probate court is 
directed to make a determination as to 
the validity of the will. 


LIFE TENANT & REMAINDERMAN — 
Income During Estate Administra- 
tion Payable to Trust Beneficiaries 


Kentucky—Court of Appeals 


Whitman vy. Lincoln Bank and Trust Co., 340 
S.W. 2d 608. 


This was a declaratory judgment suit 
brought by an executor to determine 
whether income collected from securities, 
following the death of the testatrix and 
prior to the time such securities were 
required to be sold in order to pay debts, 
taxes and other obligations of the estate, 
should be distributed to the beneficiaries 
of the trusts created pursuant to the 
will, or retained in the trust estates as 
principal. The trial court held that such 
income was distributable, 

HELD: Affirmed. Since the will pro- 
vided for the payment of inheritance 
and estate taxes, “out of my general 
estate in the same manner as any other 
expense of administration,” the income, 
“accruing after the death of the testatrix 
was not to be used for that purpose, be- 
cause it was not a part of her ‘general 
estate’ at the time of her death.” The 
Court relied not only upon its own con- 
struction of the will, bu also upon “the 
prevailing law on the subject as sum- 
marized in the Restatement of the Law, 
Trusts 2d (1959 edition), Section 234 g 
at pages 566-567,” the pertient language 
of that section being: 


“If the subject matter of the trust is 
the residue of the testator’s estate, income 


received by the executor during the period 
of administration, including income derived 
from property which is subsequently used 
in paying legacies and discharging debts 
and expenses of administration, which has 
not been applied to the payment of interest 
on such legacies, debts and expenses, is 
payable to the trustee, and when received 
by him is payable to the beneficiary en- 
titled to income.” 


PERPETUITIES — Gift of Trust Corpus 
Deemed Vested at Time Benefi- 
ciary Commences to Receive In- 
come of Trust 


New Jersey—Superior Court 

Fidelity Union Trust Co. v. Egenolf Day Nursery 

Assn., 166 A. 2d 402. 

Testator directed that residuary estate 
be held in trust, with income to be paid 
monthly to his sister for life. Upon death 
of sister, income was payable to named 
charity, but should charity cease to func- 
tion during lifetime of sister, then prin- 
cipal should be distributed to sister, but 
if charity continued to function after 
death of next of kin and their children, 
then principal was to be paid to charity. 
Suit for will construction was instituted. 
Heirs at law and children contended that 
gift of principal to charity was invalid 
and void as violative of the rule against 
perpetuities, because vesting was sus- 
pended during period measured by lives 
of persons unborn at death of testatrix. 
They took position that they were en- 
titled to principal. 

HELD: Charity’s interest vested at 
time it began to receive income. Rule of 
perpetuities is directed solely against un- 
lawful postponement of vesting of es- 
tates, and it is uncertainty of right of 
enjoyment, and not uncertainty of actual 
enjoyment, that postpones’ vesting. 
Where interest accruing on corpus of 
trust is directed to be paid to benefici- 
ary until such time as beneficiary is to 
receive corpus, bequest is deemed vested 
at death of settlor, or at least at time 
beneficiary commences to receive interest. 

AAA 
e South Dakota has adopted the Uni- 


form Act for Simplification of Fiduciary 
Security Transfers. 
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PowErRS — Limitations — Reserved 
Power to Lease Does Not Pass to 
Grantor’s Heirs 


Texas—Court of Civil Appeals 
Pan American Petroleum Corporation v. Cain, 
340 S.W. 2d 93. 
Grantor executed a mineral deed in 
favor of grantee reserving a power to 
lease in the following words: 


“Tt is also agreed and understood that 
the Grantor herein reserves the right to 
lease said land without the joinder of the 
grantee, he at all times using his best ef- 
forts to obtain the highest lease possi- 
| ey 


After grantor’s death intestate, his heirs 
executed a lease in favor of a third 
party. Grantee attacked the lease as 
null and void, The trial court granted a 
summary judgment in his favor. 

HELD: Affirmed. The power to lease, 
in the absence of words of inheritance, 
terminated on grantor’s death, and being 
personal to him did not pass to his 
heirs under the laws of descent and dis- 
tribution. 


TAXATION — Estate & Inheritance — 
Joint Bonds and Bank Accounts 
Established Within Two Years of 
Death Taxable in Full — One-Half 
Thereof Subject to Tax When 
Transfer Occurs Prior to Two 
Years 


Wisconsin—Supreme Court 

Estate of Simonson, 11 Wis. 2d 84, 104 N.W. 

2d 134. 

Decedent and his wife jointly held 
$226,858 in bonds and bank accounts, of 
which $93,826 had been placed in joint 
tenancy within two years of decedent’s 
death. Decedent had contributed the en- 
tire sum and, during his lifetime, collect- 


ed and reported all of the income to the 
Federal and state authorities. The state 
contended that the full amount was sub- 
ject to inheritance tax under Section 
72.01(3) (b), Wis. Stats., imposing in- 
heritance taxes in full on transfers of 
property without consideration, intended 
to take effect at death. The estate con- 
tended that only one-half thereof was 
subject to inheritance tax, under Sec- 
tion 72.01(6), providing that property 
held in joint names shall be deemed tax- 
able to the extent of one-half thereof. 
The trial court ruled in favor of the 
estate. 

HELD: Affirmed in part; reversed in 
part. Section 72.01(6), the joint prop- 
erty statute, excludes the operation of 
Section 72.01(3) (b), the “taking effect 
at death” statute. However, Section 72.- 
01(3) (a) providing that every transfer 
within two years, without an adequate 
and full consideration, is presumed to 
have been made in contemplation of 
death and taxable in full, unless shown 
to the contrary, applies. 


TAXATION — Estate & Inheritance — 
One-Half of Employee Death Bene- 
fits Exempt as Community Prop- 
erty 


Colorado—Supreme Court 

People ex rel Dunbar et al v. Bejarano, decided 

Jan. 23, 1961. 

The Colorado Inheritance Tax De- 
partment assessed for inheritance tax 
purposes the proceeds of certain em- 
ployee death benefits, and the widow 
claimed that only one-half of such bene- 
fits should have been assessed, because 
the other half was hers as community 
property and not subject to inheritance 
tax. The county court sustained the ob- 
jections to the assessment. 
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HELD: Affirmed. During much of the 
period that these death benefits were 
accumulating, the parties lived in Ca}. 
fornia and Texas, community property 
states, and under the laws of those States 
one-half of the death benefits was the 
property of the wife as community prop- 
erty. This being the case, this one-half 
of the death benefits did not pass to hey 
as a transfer taking effect at death and 
is not subject to inheritance tax, 


WILLs — Construction — Contingent 
Remainder Passed to Heirs ag of 
Testator’s Death 


Texas—Court of Civil Appeals 
Lewis v. Martel, 339 S.W. 2d 924. 


Testator devised his residuary estate 
to his children for life “with remainder 
in fee simple to their children.” All the 
children died intestate, and no child was 
ever born to any of them. Testator’s 
heirs, determined as of the date when 
the limitation over failed, claimed the 
residuary estate. The trial court ren- 
dered summary judgment that such heirs 
take nothing. 

HELD: Affirmed. The limitation over 
constituted a contingent remainder, With 
rare exception, the heirs or next of kin 
who take upon intestacy resulting from 
the failure of a contingent remainder 
after a life estate are to be ascertained 
as of the date of the testator’s death. 
Section 37 of the Texas Probate Code 
states that when a person dies intestate, 
all of his estate “shall vest immediately 
vested immediately in his heirs at law.” 
The reversion vested immediately at 
testator’s death in his heirs at law as 
of the time of his death. 


WILLs — Joint — Probate Court has 
no Jurisdiction to Construe Joint 
Will as Contract not to Revoke 


Illinois—Supreme Court 
In re Baughman’s Estate, 170 N.E. 2d 557. 


The petitioner in this case, the 
Preacher’s Aid Society, was the ultimate 
legatee under a joint and mutual will 
executed by Mr. and Mrs. Baughman. At 
the death of the husband the instrument 
was probated as his last will and testa 
ment and the entire estate passed to 
Mrs. Baughmann. Shortly before her 
death, six years later, Mrs. Baughman 
executed a new will which specifically 
revoked all former wills and which left 
her entire estate to her granddaughter. 
This document was admitted to probate 
as Mrs. Baughman’s last will and letters 
testamentary were issued to the exect- 
tor named therein. 

The Aid Society filed a petition to at 
mit the joint and mutual will to probate, 
and filed a motion to set aside the order 
admitting the subsequent will to probate 
and to revoke the letters testamentary 
issued thereunder. It was contended that 
when Mrs. Baughman received the entire 
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estate of her husband by virtue of their 
joint will, she became bound by its terms 
and it, therefore, became irrevocable. 
The County Court sitting in probate de- 
nied the motion. 

HELD: Affirmed. The Probate Court 
has no jurisdiction to determine the 
validity or construction of a prior re- 
voked joint will as a contract not to 
revoke. The only issue which the Probate 
Court can decide is which instrument be- 
fore it is the “last will of the testator 
executed in accordance with the statu- 
tory requirements, free of fraud, forgery, 
compulsion or other improper conduct.” 
If the joint will operated as a valid 
contract not to revoke, the proper remedy 
would be an action in a court of general 
jurisdiction for breach of contract. 


WILLs — Probate — Letter Desig- 
nating Executrix did not make 
Document Testamentary 


California—District Court of Appeal 
Estate of Karkeet, 187 A.C.A. 841; on rehear- 
ing, 188 A.C.A. 422 (Jan. 23, 1961). 


Decedent left the following home made 
document: 
“To Whom it May Concern 
“This is my authorization to Miss 
Leah Selix, 8832 Green St., San Fran- 
cisco, California, to act as executrix 
of all and any property and personal 
effects (and bank accounts) to act 
without bond or order of court. 
“Signed this 5th day of May 1956 
Peggy E. Karkeet 
“Lisclotte Sherrard 
Witness” 
Decedent having left no heirs, her prop- 
erty would escheat to the estate if she 
died intestate. 


HELD (reversing the Superior Court) : 
The document made no disposition of the 
estate. It is a mere authorization to act 
a executrix. The common law doctrine 
that title to personal property vests in 
the personal representative does not pre- 
vail in California. The use of the phrase 
act without bond or order of court” 
creates no inference that the decedent in- 
tended that the named person take the 
estate. The decedent did not designate 
the instrument as a will. 
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WILLS — Probate — Evidence as to 
Competency Warranted Jury Trial 


Pennsylvania—Supreme Court 


Hall Will, 402 Pa. 212. 


Decedent, aged 83, was admitted to a 
hospital on June 4, 1955, with general- 
ized arteriosclerosis. Her mental condi- 
tion varied markedly from day to day 
and sometimes changed in a matter of 
minutes, depending on the supply of oxy- 
gen to her brain. Before entering she 
had begun the preparation of a will. Her 
attorney asked to be informed when she 
was sufficiently improved to finish the 
will, He went twice and found her lack- 
ing in testamentary capacity, but on 
June 20 when summoned by the attend- 
ing doctor, he found her competent, got 
the necessary information and brought 
the completed will to her, which she 
signed without difficulty after it was 
read to her by her nurse. The doctor, 
lawyer and nurse established these facts. 
The contestants had many witnesses who 
found her confused, seriously ill, raving 
and rambling and incoherent, but none 
of these witnesses saw her on June 20. 
Decedent died on July 28 in the hospital. 
The lower court heard the testimony, 
declined to grant a jury trial and sus- 
tained the will. The contestants appealed. 


HELD: Reversed. In view of the un- 
refuted testimony concerning the pro- 
gressive and patently evident mental in- 
competence of the senile testatrix, for 
some time prior to the making of the 
will she was mentally incapable of trans- 
acting business. The burden was there- 
fore on the proponents of the will to 
establish affirmatively testamentary ca- 
pacity. From the proponents’ evidence, it 
is not possible to say as a matter of law 
that testatrix had testamentary capacity. 


A substantial dispute of fact existed 
which impelled the granting of a jury 
trial and the failure to do so is reversible 
error. 

NoTE: In an opinion filed December 
31, 1959, the Court affirmed the action 
of the Lower Court, but on re-argument 
reached the opposite conclusion. 


WILLs — Probate — Two not Incon- 
sistent Documents Admitted 
Colorado—Supreme Court 

In re Estate of Lehmer et al v. Lehmer, 357 P. 

2d 89. 

Willis Lehmer, executed two purported 
wills. The first was executed March 28, 
1957, was typewritten, made several 
cash bequests, the bequest of a car, and 
gave all of the rest and residue of the 
estate to the testator’s brother, Harry. 
The second wlil was handwritten and 
undated. It was alleged to have been ex- 
ecuted on May 8, 1957, and it provided, 
“after funeral expenses all my belong- 
ings belong to Harry B. Lehmer.” 

The probate court admitted the first 
will to probate and rejected the hand- 
written will. On appeal to the district 
court and trial de novo, the jury found 
that both wills had been executed in 
accordance with the statutes of this 
state. Although it is not clear from the 
Supreme Court’s opinion, probate was 
apparently denied to one or the other 
will. 

HELD: Both wills should be admitted 
to probate and construed together. There 
is nothing in the second will that specifi- 
cally revokes the first will. The bequest 
of “belongings” in the second will was 
not a cancellation or voidance of the be- 
quests of cash or the automobile con- 
tained in the first will. The word “be- 
longings” as contained in the second will 
means “goods or effects.” 
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We invite your use of our Complete Banking 


and Trust Facilities 


NATIONAL SAVINGS +? TRUST COMPANY 


WASHINGTON 5, D.C. 


Main Office: 15th Street and New York Avenue, N.W. 
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ROSTER OF TRUST INSTITUTIONS 


This annual directory — in conjunction with reporting of the American Bankers Association Mid-Winter Trust Confer. 
ence — was designed, at the suggestion of officials in modest-sized, progressive trust departments, to provide an economical 
and effective medium by which they could invite referral business in their area and at the same time support the work of their 
professional news-journal. We call attention to the fact that many large or metropolitan city trust institutions also are sg 
represented in display advertisements throughout the year. They, as well as those advertising in this issue, are indexed, with 
page number of the latest insertion, in their geographical place in the roster. 





ALABAMA 





Birmingham Trust National Bank. ............---..------------------- 
First National Bank, Birmingham ...............--..-..---------------- 
First National Bank, Mobile .. 
Merchants National Bank, Mobile _...............---...--------------- 579 
First National Bank, Montgomery ...........-----..-.------------------ 1181 





ALASKA 





Ancillary administration in Alaska and complete 
personal and corporate trust services 


National Bank of Alaska 


STATE WIDE 
Alaska’s Branch Banking System 


Trust Department located in 
HEAD OFFICE — Pox 600 — Anchorage, Alaska 


ARIZONA 








First National Bank of Arizona, Phoenix ............--..--.--.---- 236 
Valley National Bank, Phoenix ........-...........-......---.---...- 230 





We welcome Ancillary Administration 


SOUTHERN ARIZONA BANK 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


Tucson 
Wm. deCook, Wm. Abel, Ben Storek, Trust Officers 
ARKANSAS 








Union National Bank 
of Little Rock 


Resources $95,527,534 
J. H. Bowen, Vice President & Trust Officer 





Worthen Bank and Trust Company 
Little Rock 


Now In Our 85th Year 


Edward M. Penick, President 
G. A. Zimmerman, Vice President & Trust Officer 
Aubrey F. Williams, Trust Officer 
Wm. L. Blair, Asst. Trust Officer 








CALIFORNIA 
Citizens National Bank, Los Angeles ._.....................-..--.------ 57 
Security-First National Bank, Los Angeles _......................- 89 
Title Insurance & Trust Co., Los Angeles __ ...................... 24” 
Wmtan meat, Ge Ameeles: ..-.... 22.2... 22...2eccnnsnnoneseensacee-e 956 
United California Bank, Los Angeles ............ ieee ae eee 162 
First National Trust & Savings Bank, San Diego .............. 946 





ALL TRUST SERVICES 
including Corporate 
Trust Dept. Assets $25,000,000 
Oliver B. James 

















T t& | Vice President & Trust Officer 
Savings Bank Floyd Wilkins, Jr. 
| Asst. Vice President & Trust Officer 

ee San Diego 
Bank of America NT&SA, San Francisco .................-.------- 219 
Bank of California, N.A., San Francisco ___..............-..------- 229 
Crocker-Anglo National Bank, San Francisco ._.......-.....-..-.- 223 
Wells Fargo Bank American Trust Co., San Francisco .... 246 
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COLORADO 
The First National Bank Es 
of Colorado Springs 
Established 1874 DA 
H. Chase Stone, President -_ 
Carl P. Mechling, Vice President & Trust Officer vi 
elaw 
? 7 Wilmi 
The American National Bank — 
of Denver 
Trust DEPARTMENT Ameri 
Natio1 
Riggs 
Central Bank and Trust Company = 
Denver 
Established 1892 Complete Trust Service 
V. T. Reece, Jr., Trust Officer 
Colorado National Bank, Denver ...........................-.....-..-- 248 PK 
Denver United States National Bank ._.............................. 963 
First National Bank, Denver ......................-.2-..22---------------- 1203 } —— 
CONNECTICUT 
Connecticut National Bank, Bridgeport ........................ 893 
Bristol Bank and Trust Company — 
Bristol ~~ 
Joseph Valentine, Vice President & Trust Officer 
Clifford W. Fulton, Trust Officer 
Richard C. Cheney, Assistant Trust Officer 
Connecticut Bank & Trust Co., Hartford _................-.------ 797 
Hartford National Bank & Trust Co. __..................... ... 172 
The Home National Bank & Trust Company A 
Meriden — Cheshire a 
SERVING THE CENTRAL CONNECTICUT AREA 
with 
COMPLETE TRUST FACILITIES 
First New Haven National Bank ..........................-------------- 1194 
Second National Bank, New Haven _. _ ..............---..----------- 928 
Union & New Haven Trust Co. :.............---.-.:2-.-.12--20--0022-00 230 | — 
Fairfield County Trust Co., Stamford .....................----------- 59 F Mic 
National Bank & Trust Co., Fairfield County, Stamford .. 272 § Fir, 
The Stamford Fidelity Bank g 
and Trust Company 
Stamford 
Established 1902 Bank Resources $39,844,822.32 
James P. Hoyt, Vice President & Trust Officer 
Robert F. Quimby, Trust Officer 
Trusts AND EstaTis i M 
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The Brooks Bank and Trust Company 
Torrington 
Established 1872 


Charles E. Rood, Vice President & Trust Officer 
Richard [. Gilman, Trust Officer 





DELAWARE 
FARMERS BANK 
———— of the ————— 

STATE OF DELAWARE 


Established 1807 Resources over 100 million 
Offices: 
DOVER - GEORGETOWN - WILMINGTON 
DAGSBORO - LAUREL - LEWES - NEWARK - REHOBOTH - SMYRNA 











Bank of Delaware, Wilmington ..... 
Delaware Trust Co., Wilmington ......................-.-...------------ 932 








i a scssclcisccea ees nlaaasdacas nimledinateninagaii 251 
DISTRICT OF COLUMBIA 

American Security & Trust Co, ............-..-------.-..------seeeseee-- 258 
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FLORIDA 





The First National Bank 


of Clearwater 


F. Kiernan Schoonmaker, Vice President & Trust Officer 
C. Robert Modys, Trust Officer 





Broward National Bank 
of Fort Lauderdale 


Complete Trust Services 


J. B. Richner, Vice President & Trust Officer 





First National Bank, Ft. Lauderdale _........................-----— 237 





First National Bank 
of Hollywood 
“Catering to your Ancillary Requirements” 


R. E. Dilg, President 
H. C. Satchell, Vice President & Trust Officer 














Barnett National Bank, Jacksonville _...................-------------- 1197 
First National Bank, Miami ____............---.-------------------------- 1179 
Pan American Bank 
of Miami 
250 S.E. First St. 
Thomas J. Bomar, President 
Sanford R. Pierce, Vice President & Trust Officer 
Miami Beach First National Bank ...............--....---------------- 1185 
First National Bank, Orlando ..............----------...-.-------------- 570 


es 





Bank of Palm Beach and Trust Compony ; 


John F. Nash, President 
John N. Morris, Vice President & Trust Officer 
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Sarasota Bank and Trust Company 
Sarasota 


“The Friendly Bank” Resources $29,285,545.66 
Ira H. White, Vice President & Trust Officer 





Exchange National Bank, Tampa 





First National Bank 


of Tampa 
Florida’s Oldest National Bank 


M. B. Sessi . Vice President & Trust Officer 
J. M. Kelly, Trust Officer 
W. H. Woltman, Trust Officer 
H. E. Blank, Assistant Trust Officer 








Marine Bank & Trust Company 
Tampa 


Florida’s Oldest Trust Company 
H. A. Carrington, Vice President & Trust Officer 





Atlantic National Bank 
of West Palm Beach 
Established 1929 Resources $54,878,028.22 
A. B. Rittenour, Vice President & Trust Officer 








GEORGIA 
Citizens & Southern National Bank, Atlanta .................... 907 
First National Bank, Atlanta ........................-----__--------------- 245 
Fulton National Bank, Atlanta __...........-............2..2..22.----- 790 
Trust Company of Georgia, Atlanta .........................-.------- 1145 





Georgia Railroad Bank 
& Trust Company 
Augusta 


Established 1833 
J. Marion Adams, Vice President & Trust Officer 





Columbus Bank and Trust Company 


Columbus 
Founded 1888 


COMPLETE TRUST SERVICES 





Savannah Bank & Trust Company 
Savannah 
Memeer F.D.I.C. 
Reuben Clark, President 
W. Hunter Saussy, Vice President & Trust Officer 


HAWAII 








Cooke Trust Company, Limited 
Honolulu 


General Trust and Agency Services 
Property Mgmt. — Real Estate — Insurance 
Stock Brokerage (thru Cooke Investment Co.) 


P. O. Box 2041 Cable—COOKETRUST 
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IDAHO 





The Idaho First National Bank 


Boise 
Serving Idaho Through 34 Offices 
J. R. Field, Vice President & Trust Officer 





ILLINOIS 





Peoples Bank of Bloomington 
Bloomington 
Established 1869 Trust Department Established 1900 


Farm Management Services 





American National Bank & Trust Co., Chicago ...........-.. _ 953 

Chicago Title & Trust Co. .............-....-.----.---..-- Dec. 2nd Cover 

Continental Illinois National Bank & Trust Co., Chicago 
Mar. 2nd Cover 


Fires National Bank, Chicago .......-..—.....-.-............---<2-.--- 168 
Harris Trust & Savings Bank, Chicago ...................-.--.------ 204 
Northern Trast Co., Chicago .....-...--.------2.2-.22<.2.--------+---2--- 261 





The Millikin Trust Company 


Decatur 


Acts Only in Fiduciary Capacities 
Established 1915 





First National Bank & Trust Company 
of Evanston 


John B. Happ, Vice President & Trust Officer 
Ernest J. Hewitt, Trust Officer 
Richard A. Sachs, Trust Officer 





Oak Park Trust & Savings Bank 
Oak Park 
Established 1892 


Four Floors of Banking Services 
Serving Chicago’s Western Suburbs 


The First National Bank 
of Springfield 
Established 1863 


William H. Patton, President 
Gregory S. Luthy, Vice President & Trust Officer 








Champaign County Bank 
and Trust Company 
Urbana 


Champaign County's Oldest Trust Department 





INDIANA 





Indiana National Bank, Indianapolis 


The Second National Bank 
of Richmond 


Branches: Greens Fork, Hagerstown and Centerville 
V. A. Monroe, Vice President & Trust Officer 


Maude I. Howe, Assistant Trust Officer 
James C. Wade, Jr., Assistant Trust Officer 











1OWA 





Bankers Trust Company 
Des Moines 


F. S. Lockwood, Ist Vice President & Trust Officer 


S. G. Barnard, Vice President & Trust Officer 
J. M. Barnes, Assistant Trust Officer 
David S. Baker, Assistant Trust Officer 





Iowa-Des Moines National Bank 





KANSAS 





The Commercial National Ban 
of Kansas City 


T. C. Hurst, Vice President & Trust Officer 





Security National Bank 
of Kansas City 


Bank Resources $53,995,980.51 


Lauris G. Petersen, Vice President & Trust Officer 





KENTUCKY 





The Covington Trust & Banking Co., Inc. 


Covington 


Robert H. Taylor, Exec. Vice President & Trust Officer 


Ray Evans, Asst. Trust Officer 





First National Bank and Trust Company 


Lexington’s Oldest and Largest Bank 
Bank Resources over $65,000,000 
LeRoy M. Miles, President 


Edwin V. Mack, Vice President & Trust Officer 





Citizens Fidelity Bank & Trust Co., Louisville 





MAINE 





Depositors Trust Company 
Augusta 
The Bank that is busy building Maine 


24 offices throughout the State 
offering 
Complete Trust Services 





MARYLAND 





Baltimore National Bank 
First National Bank, Baltimore 
Mercantile-Safe Deposit & Trust Co., Baltimore 





The Second National Bank 
of Cumberland 


Established 1865 
Joseph M. Naughton, President 





MASSACHUSETTS 





Boston Safe Deposit & Trust Co. ................----------------------" 


National Shawmut Bank, Boston 
New England Merchants National Bank, Boston 
Old Colony Trust Co., Boston ...... 

State Street Bank Trust Co., Boston 
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Resources 


——— 


Harvard Trust Co., Cambridge ......................------------------- 232 





Home National Bank 
of Brockton 
Established 1874 
6,000,000 Trust Dept. Resources $18,400,000 
Wayne E. Clark, President 
Wiliam A. Favor, Vice President & Trust Officer 











Hadley Falls Trust Company 
Holyoke 
Trust and Agency Funds: $14.5 million 


Jonathan A. Hall, Vice President & Trust Officer 
Kai E. Kjoller, Trust Officer 





Union National Bank 
of Lowell 


Trust DEPARTMENT 
J. William Etzel, Vice President & Trust Officer 





The Malden Trust Company 
Malden 


Established 1896 Resources $28,900,000 


Hildreth Auer, President 
James M. Middleton, Jr., Trust Officer 





Pittsfield National Bank 
Pittsfield 


Established 1853 


Malcolm W. Lehman, President 
Warren I. Clark, Vice President & Trust Officer 





Springfield Safe Deposit & Trust Co. -...................---.-.------ 139 
Worcester County National Bank, Worcester __...........-...- 500 





MICHIGAN 
Peoples National Bank & Trust Co., Bay City .................. 275 








Farmers and Merchants National Bank 
Benton Harbor 


Serving Southwestern Michigan 


In All Fiduciary Capacities 








rr i  noshusbanuniannesansicacabiieam 259 
Manufacturers National Bank, Detroit -...............-..--.-.... 282 
. “Se ] ore 244 





City Bank & Trust Company 


Jackson — Albion 


Established 1848 Resources $80,000,000 
C. R. Miller, Vice President & Trust Officer 








MINNESOTA 
First National Bank, Minneapolis _......................--- ers 256 
‘orthwestern National Bank, Minneapolis ..................------ 379 
First Trust Company, St. Paul .............022000--------ceeoe-e--o-o 110 





MISSISSIPPI 





Deposit Guaranty Bank & Trust Co., Jackson ...........-...--- 885 
Pivet National Banks, Jackson ...............2..:00...0ceccsecseee---cnenes 534 





MISSOURI 





City National Bank & Trust Co., Kansas City _..........---...--- 231 
First National Bank, Kansas City ............ 
Mercantile Trast Co., St. Louis ................-....-.....-..------------ 281 
St. Louis Union Trust Co. .-....... 





MONTANA 





Union Bank and Trust Company 
Helena 


“Montana’s Oldest Trust Company” 


J. H. Dion, Vice President & Trust Officer 
Daniel Dykstra, Trust Officer 
M. A. Mathews, Trust Investment Officer 
G. A. Samuelson, H. P. Mayer, Asst. Trust Officers 





NEBRASKA 





— COMPLETE TRUST SERVICE — 
National Bank of Commerce 


13th and “O” Lincoln 





NEVADA 





First National Bank of Nevada, Reno .................--------------- 270 





NEW HAMPSHIRE 





Amoskeag Trust Company 


Manchester 


Established 1891 





Indian Head National Bank 
of Nashua 


Established 1851 Resources $23,364,328.30 
Robert G. Hopkins, Vice President & Trust Officer 





NEW JERSEY 








Northwestern National Bank 
of St. Paul 












Bank Resources $55,290,000 
John T. O’Connor, Asst. Vice President & Trust Officer 
Russell H. Johnson, Trust Officer 


ee 
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Boardwalk National Bank 
Atlantic City 
Resources $129,986,962.08 


Complete Fiduciary Powers 
Serving Southern New Jersey 
Member F.D.I.C. & Federal Reserve System 
John T. Lyons, Vice President & Trust Officer 





Peoples Trust Co. of Bergen County, Hackensack ............ 258 
Montclair National Bank & Trust Co. .................--.----------- 143 
Trust Company of Morris County, Morristown .................. 964 
Fidelity Union Demet Ces, ROME 2.-.....<... 0100022000005: 55 
National Newark & Essex Banking Co. __..............--..-------- 890 
Nattonal State Tlamhe, Neweede q.....0.0..2.2c-<csccscnc.c0..0nesecneceess- 257 
First National Bank of Passaic County, Paterson .............. 271 
New Jersey Bank & Trust Co., Paterson __...............--..------ 277 
Plainfield Trust State National Bank ............ fe Os eee 250 
Pees ee a a isan case esti _ 961 
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Citizens First National Bank & Trust Co. 
Ridgewood 


Peter Koole, Vice President & T.ust Officer 




















Se on) Se aa eee eee ee Aree 274 
NEW MEXICO 
Albuquerque National Bank ..................-.----.-.------------------- 1081 
NEW YORK 
Marine Midland Trust Co. of Southern New York, 
INA a nee ana 1170 
Marine Trust Co. of Western New York, Buffalo .............- 154 
The First National Bank of Glens Falls 
Glens Falls 


Resources over $50,000,000 
Complete Trust Services 


H. C. Brown, President B. W. Francis, Trust Officer 
G. N. Lowe, Assistant Trust Officer 





Tompkins County Trust Company 
Ithaca 
Bank Resources: $40,531,621.45 


Trust Dept. Assets: $25,260,813.33 


C. E. Treman, Jr., President 
Mark R. LaFrance, Trust Officer 











Sen cnn PURPA goo ls ag icentcn anh asanbccaessueucaias 183 
Bimiberse Trust Coe... New VOrks ......--- i222 ccc-nse0222--2-.000.0-<2cee 167 
Brown Brothers Harriman & Co., New York ........-.---------- 185 
Chase Manhattan Bank, New York __..........-.......---.---------- 164 
Chemical Bank New York Trust Co. __ ...........-.....------------- 4 

Federation Bank & Trust Company 

Main Office: 
The Coliseum, 10 Columbus Circle, New York 19, N. Y. 
Other Offices in Manhattan, Queens and Brooklyn 
Total Resources — over $220,000,000 
Thomas J. Shanahan, President 
Joseph M. O’Loughlin, Trust Officer 

Biduciary Treat Coa. New York. ...............2--2<.2s2-..0c0s-—------- 107 
First National City Trust Co., New York _.............--..-.---.---- 213 
Grace National Bank, New York ........................---------------- 1040 
Manower Tank, New Yorke ...............-<...-c.cc-csccsessnseosceecnse 1006 
Enounm Trast Oa, New Yorke .......-.--.....-2.-:-<.--s2ccscn2--—-.-0--0-- 217 


Manufacturers Trust Co., New York .._.................-.------------ 173 








Marine Midland Trust Co. of New York ..............-.---------- 606 
Meadow Brook National Bank ..................--.......-.------------- 182 
Morgan Guaranty Trust Co., New York __...........--.-..-------- 2 
United States Trust Co., New York ____.................-..-.-.-------- 214 
Genesee Valley Union Trust Co., Rochester -........-..-- asus, COD 
Lincoln Rochester Trust Co., Rochester ..................-..--.---- 249 
Security Trust Co., Rochester ..................---.--..--.--------------- 257 

The Schenectady Trust Company 

Schenectady 
YOUR full service BANK! 
Resources over $80,000,000 

Wesley W. Taber, Vice President, Trust Department 

Lincoln National Bank & Trust Co., Syracuse ....-.....--..---- 256 


Marine Midland Trust Co. of Central New York, Syracuse 933 


The Merchants National Bank & Trust Co. 


of Syracuse 





James A. Close, Senior Vice President & Investment Officer 
Kenneth F. Barton, Senior Vice President & Trust Officer 
William B. Ogden, III, Vice President & Trust Officer 





Northern New York Trust Co., Watertown 
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NORTH CAROLINA 
North Carolina National Bank, Charlotte —_..........200000...... 935 





Peoples Bank & Trust Company 
Rocky Mount 


B. B. Townsend, Vice President & Trust Officer 
John Daughtridge, T. W. Harris, Trust Officers 
Jerome Taylor, Assistant Trust Officer 





———__ 


SERVING EASTERN 
NortH CAROLINA 
Archie W. McLean, President 
E. V. S. Draper, 

Vice President & Trust Officer 
R. C. Rogers, Trust Officer 


Home Office: ROCKY MOUNT, N. ¢, 


National 
Bank and Trust 


Company 








NORTH DAKOTA 





The First National Bank & Trust Company 
of Fargo 


North Dakota’s Oldest Bank 
Pershing Boe, Vice President & Trust Officer 








First National Bank, Akron 





First National Bank 
of Canton 


Established 1863 Resources $80,609,980.38 
H. M. Carle, Vice President & Trust Officer 





Central Trust Co., Cincinnati __._...........-.-.--22-.-- 2 22--nnneees 135 
Fifth Third Union Trust Co., Cincinnati __.........................- 236 
Central National Bank, Cleveland .................. a 
5 | 
National City Bank, Cleveland .....................-..--------.--------- 111 
Ohio National Bank, Columbus _._.........................-...-------- 269 





The First National Bank & Trust Company 
in Steubenville 
Trust Resources over $12 Million 


Park G. Ogden, Vice President & Trust Officer 
Edward H. McDowell, Trust Officer 





The National Bank 
OF TOLEDO 
A progressive bank serving the 
Port of Toledo and Northwestern Ohio 
Offers All Trust Services 














rs I aot es pa Se carnue evi eigen andl .- 261 
OREGON 

First National Bank of Oregon, hi, nee 24 

U. S. National Bank, Portland ............................-- at 

PENNSYLVANIA _ 





The Bryn Mawr Trust Company 
Bryn Mawr 


Established 1889 
For complete Banking and Trust 
services on Philadelphia’s Main Line 


William A. Draper 
Vice President & Trust Office? 


———— 


DeHaven Develin 
President 
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Security-Peoples Trust Company 
Erie 
Established 1903 
Bank Resources $73,630,847.40 Trust Resources $32,354,311.03 
Carl L. Holder, Vice President & Trust Officer 





WHERE TRUST ASSETS 
have increased 226% since 1951 
Jenkintown Bank & Trust Company 


Jenkintown 
E. Donald Stuck, Vice President & Trust Officer 









































Fidelity-Philadelphia Trust Co. ...............----.------0---0---—---=--- 95 
First Pennsylvania Banking & Trust Co., Philadelphia _... 254 
Girard Trust Corn Exchange Bank, Philadelphia ........... 101 
Provident Tradesmens Bank & Trust Co., Philadelphia .... 144 
Mellon National Bank & Trust Co., Pittsburgh ........ 43 
Paisereh. National Tank. .............-.2::..2.--cccencceecesenso000s2% 174 
Berks Title Insurance Co., Reading ...._.................--..------- 153 
RHODE ISLAND 
Industrial National Bank, Providence  ___.........................-.-- 155 
Rhode Island Hospital Trust Co., Providence ..................-- 147 
West Branch Bank & Trust Company 
Williamsport 
Trust Assets $22,100,000 
Charles A. Schreyer, President 
Robert L. Ellison, Vice President & Senior Trust Officer 
SOUTH CAROLINA 
The South Carolina National Bank 
Complete Trust Services 
Trust DEPARTMENTS AT 
Charleston - Columbia - Greenville 
The oldest and largest Bank in South Carolina 
Citizens & Southern National Bank, Columbia __.............. 582 
TENNESSEE 
American National Bank & Trust Co., Chattanooga ___....... 532 
First National Bank, Memphis ............................-------------- 99 
National Bank of Commerce Memphis ...._ ............--..-..--- 1185 
Union Planters National Bank, Memphis ........................- 74 
Commerce Union Bank, Nashville ..........................-.-. -.---- 46 
Third National Bank, Nashville __....._--...-......_..-.-- 251 
TEXAS 
The Capital National Bank 
in Austin 
Raymond R. Todd, Vice President & Trust Officer 
Herbert S. Bolm, Trust Officer 
Patrick H. O’Donnell, Trust Officer 
John C. Miller, Asst. Trust Officer 
First National NG a ce to cnetemnks teeta tase 222 
Mercantile National Bank, Dallas _............................-..----- 1184 
Republic National Bank, Dallas _..........-..------------------- 273 
First National Bank, Fort Worth ................-..........----- 942 
Fort Worth National Banke ...........----------0-0---000-soenenenee- 235 


Bank of the Southwest INAl., Mossi: ........-<--..--<csncennncsinanee 238 


ouston Bank & Trust Co, ...........-..-.---------------- Dhara 927 
‘ational Bank of Commerce, Houston ...............----------- 1199 





San Antonio Loan & Trust Co. 


San Antonio 
Established 1892 Resources $12,747,954 


F. J. Oppenheimer, President 





VERMONT 





Proctor Trust Company 


Poultney - Proctor 


Personal Trusts Invited 





VIRGINIA 











Marcu 1961 


National Bank and Trust Company 
at Charlottesville 
Wm. M. Pope, Vice President & Trust Officer 


J. Robert Neal, Jr., Trust Officer 
Laura Johnson and John Fischbeck, Jr., Assistant Trust Officers 





Peoples National Bank, Charlottesville _.._.... 





The First National Bank 
of Danville 


Established 1872 Resources $31,550,000 
Landon C. Horne, Senior Vice President & Trust Officer 





First National Trust & Savings Bank, Lynchburg 





The Peoples National Bank & Trust Company 
of Lynchburg 


Established 1868 
L. David Horner, Jr., President 
Thomas B. Mason, Vice President & Trust Officer 
William N. Mays, Vice President & Trust Officer 





First National Bank 
of Newport News 


Trust Services for Every Need 


A. Leonard Shield, Senior Vice President & Trust Officer 





National Bank of Commerce, Norfolk _................-...--.-------- 75 
Seaboard Citizens National Bank, Norfolk ___.................-. 613 
Bank of Virginia, Richmond ................-.....--..-....---ccass-o--e+ 216 


First & Merchants National Bank, Richmond 





Southern Bank & Trust Company 
Richmond 


H. Hiter Harris, Jr. 
President 


Rieman McNamara, Jr. 
Vice President & Trust Officer 





State-Planters Bank of Commerce & Trusts, Richmond ....1113 
First National Exchange Bank, Roanoke ..........-...--..-------- 593 





Mountain Trust Bank 


of Roanoke 
Capital, Surplus & Undivided Profits of over $3,450,000 


“a Name you can Bank on” 





WASHINGTON 





Everett Trust & Savings Bank 
Everett 


ESTABLISHED 1902 


Complete Trust Services 
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National Bank of Commerce, Seattle ....................---------- 144 
Seattle-First National Bank 149 





PUGET SOUND NATIONAL BANK 


Tacoma’s Own Preferred Service Bank 


John M. Gilbertson, Vice President & Trust Officer 








WEST VIRGINIA 





The Charleston National Bank 


Charleston 
Capital Account Over $10,000,000 


OUR TH YEAR 
1884 a 1961 


Kanawha Valley Bank, Charleston 








TRUST SERVICE 


has been an important part of our business 
for fifty-eight years 
























First Wisconsin Trust Co., Milwaukee ...............0 250 
Marine National Exchange Bank, Milwaukee .......... 1206 
Wisconsin Valley Trust Company 


Wausau 
Offering a complete trust service for over 50 years 
Resources over $25,000,000.00 


Member Federal Deposit Insurance Corp. 





WYOMING 





The Stock Growers National Bank 
of Cheyenne 


Established 1882 
W. Robert Dubois, Vice President & Trust Officer 
Bernard R. Weber, Trust Officer 
James H. Rust, Assistant Trust Officer 





BAHAMAS 





Bank of Nova Scotia Trust Co., Ltd., Nassau .................... 533 





CANADA 
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STATES 





reports 
for 1960 


Sales of Union Carbide in 1960, al- 
though a record, increased only slightly 
over 1959 sales as a result of the generally 
low level of the economy during most of 
the year. Earnings. about 8 per cent below 
a year ago. were the second highest in the 
Corporation’s history. 

In view of the strong position of the 
Corporation’s products and processes in 
the faster-growing areas of the nation’s 
economy, outlays for new plants and for 
research and development are expected to 
be maintained at a high level in 1961. 





BRIEF SUMMARY OF FINANCIAL RESULTS 


1960 1959 

eee $1,548,168,000 $1,531,344,000 

Net Income... ... $ 157,980,000 $ 171,637,000 
Per Share ..... $5.25 $5.70 


Dividends Paid...$ 108,360,000 $ 108,345,000 
Per Share $3.60 $3.60 
Retained Earnings $ 735.114,000 $ 685,494,000 


Current Assets...$ 688,375,000 $ 714,667,000 


Current Liabilities $ 245,927,C00 $ 257,204,000 
Total Assets. . 


...$1,712,938,000 $1,632,250,000 





FOR COPIES of the 1960 annual report and an 
illustrated booklet, “The Exciting Universe of 
Union Carbide,” write to Union Carbide Corpora- 
tion, 270 Park Avenue, New York 17, N. Y. 


YOU ARE INVITED to visit the atomic energy ex- 
hibit in the new Union Carbide Building. Schools 
and other groups who wish to arrange to see the 
exhibit, phone LL 1-3761. 


$219 MILLION was spent by Union Carbide 
in 1960 for construction of new facilities. 
This new installation at Torrance, California, 
is the first privately owned and operated 
liquid hydrogen plant in the country. 





52,000 INDUSTRIAL CUSTOMERS and dis- 
tributors purchased Union Carbide products 
in 1960. Industrial products include chemi- 
cals, plastics, carbon products, gases, 
metals, and nuclear products. 





WAGES AND SALARIES rose to $403 million 
in 1960. This does not include compensation 
to those at nuclear installations operated by 
Union Carbide for the Government. Total em- 
ployment at the end of the year was 73,000 
people. 








OUTLAYS FOR RESEARCH are being main- 
tained at a high level to assure growth. In 
1960, $86 million was spent for research and 
development, about $7 million more than a 
year ago. 








“PRESTONE” ANTI-FREEZE SALES set a rec- 
ord in 1960. Other well-known Union Carbide 
consumer products are Evereapy batteries 
and flashlights, Pyrorax bottled gas, and 
“6-12” insect repellent. 





YEAR’S DIVIDENDS to stockholders amounted 
to $108 million, or $3.60 a share. A total of 
over $1.6 billion, or about 67 per cent of net 
income, has been paid during the 43 years 
of the Corporation’s existence. There are 
now 128,000 stockholders. 








He helps erase uncertainty from your clients’ future 


Planning the financial security of his clients is a pressing 
challenge to any attorney. Many are using the special 
skills of the Connecticut General man to aid them in 
this demanding task. Using his exclusive “Asset Anal- 
ysis” service, the CG man gathers information, analyzing 
assets, liabilities and plans. Careful consideration is 
given to the client’s hopes and ambitions. When all the 
facts are in, he makes his suggestions. Factors that 
could cause unnecessary estate shrinkage are pointed 


Life / Accident / Health / Group Insurance / Pension Plans 


out for counsel by you, the attorney. Insurance require- 
ments are viewed not as a single element, but in relation 
to the whole. 

We suggest that you get acquainted with your local 
CG man. We think you’ll find him a valuable ally. We 
think you will find he helps you add a new dimension 
to your client service. By helping your clients, he helps 
you as well. Connecticut General Life Insurance 
Company, Hartford. 


CONNECTICUT GENERAL gx 





